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RELIGIOUS THOUGHT ON SOCIAL AND ECO- 
NOMIC QUESTIONS IN THE SIXTEENTH AND 
SEVENTEENTH CENTURIES 


I. THE MEDIEVAL BACKGROUND 


The purpose of these articles is a short and tentative examina- 
tion of one strand in the earlier history of economic thought. 
I have called them “Religious Thought on Social and Economic 
Questions in the Sixteenth and Seventeenth Centuries,” not 
because there were not other currents which were of equal or 
greater significance for the future, but because in the last analy- 
sis it was a change in the character of religious thought which 
gave secular political economy an opportunity to develop. 

Nor, perhaps, is a discussion of the treatment given to eco- 
nomic issues by writers whose interest was primarily ethical, 
quite so otiose today as it might have seemed a generation ago. 
There have been periods in which a tacit agreement, accepted 
in practice if not stated in theory, excluded economic activities 
and social institutions from examination or criticism in the light 
of religion. A Prime Minister of the early nineteenth century, 
whose conceptions of the relations of church and state appear to 
have been modeled on those of Mr. Collins and Lady Catherine de 
Bourgh, is said to have crushed a clerical deputation with the 
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protest: “Things have come to a pretty pass if religion is going 
to interfere with private life,” and a more recent occupant of his 
office has explained the catastrophe which must follow if it crosses 
the Rubicon which divides the outlying provinces of the spirit 
from the secular capital of public affairs." 

Whatever the merit of these aphorisms, it is evident today 
that the line of division between the spheres of religion and secu- 
lar business which they assume as self-evident is shifting. By 
common consent the treaty of partition has lapsed and the boun- 
daries are once more in motion. Rightly or wrongly, with wis- 
dom or with its opposite, not only in England but on the Conti- 
nent and in America, not only in one denomination but among 
Roman Catholics, Anglicans, and Nonconformists, an attempt is 
being made to restate the practical implications of the social 
ethics of the Christian faith, and to restate them in a form suffi- 
ciently comprehensive to provide a standard to judge the col- 
lective actions and institutions of mankind, in the sphere both 
of international politics and social organization. It is being made 
today. It has been made in the past. Whether it will result 
in any new synthesis, whether in the future it will be at some 
point pushed farther into the tough world of practical affairs 
that men will say, 

Here nature first begins 


Her farthest verge, and chaos to retire 
As from her outmost works, a broken foe, 


will not be known by this generation. What is certain is that, 
as in the analogous problem of the relations between church and 
state, issues which were thought to have been buried by the 
discretion of centuries have shown in our own day that they were 
not dead, but sleeping. To examine the forms which they have 
assumed and the phases through which they have passed, even 
in the narrow field of a single country and a limited period, is not 
mere antiquarianism. It is to summon the living, not to invoke 
a corpse, and to see from a new angle the problems of our own 
age by widening the experience brought to their consideration. 


t Mr. Lloyd George, apropos of utterances by Anglican bishops on the govern- 
ment’s policy in Ireland and on the lockout of British miners in 1921. 
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In such an examination the sixteenth and seventeenth cen- 
turies are obviously a critical period. Dr. Figgis' has described 
the secularization of political theory as the most momentous 
of the intellectual changes which ushered in the modern world. 
It was not the less revolutionary because it was only gradually 
that its full consequences became apparent, so that seeds which 
were sown before the Reformation yielded their full fruit in Eng- 
land only after the Civil War. The political aspects of the trans- 
formation are familiar. The theological mold which shaped 
political theory from the Middle Ages to the seventeenth century 
is broken; politics becomes a science, ultimately a group of 
sciences, and theology at best one science among others. Reason 
takes the place of revelation, and the criterion of political institu- 
tions is expediency, not religious authority. Religion, ceasing 
to be the master-interest of mankind, dwindles into a department 
of life with boundaries which it is extravagant to overstep. 

The ground which it vacates is occupied by a new institution, 
armed with a novel doctrine. If the church of the Middle Ages 
was a kind of state, the state of the Tudors had some of the char- 
acteristics of a church; and it was precisely the impossibility 
for all but a handful of sectaries of conceiv.ng a society which 
treated religion as a thing privately vital but publicly indifferent 
which in England made irreconcilable the quarrel between Puri- 
tanism and the monarchy. When the mass had been heated in 
the furnace of the Civil War, its component parts were ready to be 
disengaged from each other. By the end of the seventeenth 
century the secular state, separate from the churches which are 
subordinate to it, has emerged from the theory which had 
regarded them as dual aspects of a single society. The former 
pays a shadowy deference to religion; the latter do not meddle 
with the external fabric of the political and social system, which 
is the concern of the former. The age of religious struggles 
virtually ends with the Treaty of 1648. The age of the wars of 
economic nationalism virtually begins with the war between 
England and Holland in 1652. The state, first in England, then 
in America and France, finds its sanction, not in religion, but 


* From Gerson to Grotius. 
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in nature, in a presumed contract to establish it, in the necessity 
for mutual protection and the convenience of mutual assistance. 
It appeals to no supernatural commission, but exists “to pro- 
tect individuals in the enjoyment of those absolute rights which 
were vested in them by the immutable laws of nature.”’ 

While the political significance of this development has often 
been described, the analogous changes in social and economic 
thought have received less attention. They were, however, 
momentous, and deserve consideration. The emergence of an 
objective and passionless economic science took place more 
slowly than the corresponding movement in the theory of the 
state, because the issues were less absorbing, and while one 
marched in the high lights of the open stage, the other lurked 
on the back stairs and in the wings. It was not till a century 
after Macchiavelli had emancipated the state from religion that 
the doctrine of the self-contained department with laws of its 
own begins generally to be applied to the world of business rela- 
tions, and even in the England of the early seventeenth century to 
discuss questions of economic organization purely in terms of 
pecuniary profit and loss still wears an air of not quite reputable 
cynicism. When the sixteenth century begins, not only political 
but social theory is saturated with doctrines drawn from the 
sphere of ethics and religion, and economic phenomena are 
expressed in terms of personal conduct as naturally and inevitably 
as the nineteenth century expressed them in terms of mechanism. 

The most fundamental of all divisions among theories of 
society is between those which regard the world of human affairs 
as self-contained and those which appeal to a supernatural cri- 
terion. Modern social theory, like modern political theory, 
develops only when society is given a naturalistic instead of a 
religious explanation, and the capital fact which presides at 
the birth of both is a change in the conception held of the nature 
and functions of a church. The crucial period is the sixteenth 
and seventeenth centuries. The most important arena of it 
(apart from Holland) is England, because it is in England, with 
its new geographical position as the entrepé6t between Europe 
and America, its achievement of internal economic unity two 
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centuries before France and two and a half centuries before Ger- 
many, its constitutional revolution, and its powerful bourgeoisie 
of bankers, ship-owners, and merchants, that the transformation 
of the structure of society is earliest, swiftest, and most complete. 
Its essence and result is the secularization of social and economic 
philosophy. ‘The synthesis is resolved into its elements—politics, 
business, and spiritual exercises: each assumes a separate 
and independent vitality and obeys the laws of its own being. 
The conception of a hierarchy of values, embracing all human 
interests and activities in a system of which the apex is religion, 
is replaced by the conception of separate and parallel compart- 
ments, between which a due balance should be maintained, but 
which have no vital connection with each other. 

The intellectual movement is, of course, a very gradual one, 
and is compatible with both throw-backs and precocities which 
seem to refute its general character. It is easy to detect antici- 
pations of the coming philosophy in the later Middle Ages, and 
reversions to an earlier manner at the very end of the seventeenth 
century. Oresme’ in the fourteenth century can anticipate the 
monetary theory of Locke; and St. Antonino? in the fifteenth 
can describe the significance of capital; Baxter’ in 1673 can write 
a Christian Directory in the manner of a medieval Summa; and 
Bunyan‘ in 1680 can dissect the economic iniquities of Mr. Bad- 
man, who ground the poor with high prices and usury, in the 
manner of a medieval friar. But the distance traversed in the 
two centuries between 1500 and 1700 is, nevertheless, immense. 
At the earlier date, though economic rationalism has proceeded 
far in Italy, the typical economic systems are those of the School- 
men; the typical popular teaching is that of the sermon, or of 
manuals such as “Dives and Pauper;” the typical appeal in 
difficult cases of conscience is to the Bible, the Fathers, the Canon 
Law, and its interpreters; the typical controversy is carried on in 


* Nicholas Oresme, De Mutatione Monetarum. 


? Summa Moralis. See also Ilgner, Die Volkswirtschaftlichen Anschauungen 
Antonins von Florenz. 


3A Christian Directory, or a Summa of Practical Theorie and Cases of Conscience. 
‘Life and Death of Mr. Badman. 
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terms of morality and religion as regularly and inevitably as two 
centuries later in terms of economic expediency. 

It is not necessary to point out that the age of Henry VIII 
and Thomas Cromwell had nothing to learn from the twentieth 
century as to the niceties of political intrigue or commercial 
sharp practice. But a cynical unscrupulousness in high places 
is not incompatible with a general acceptance of moral standards 
which are contradicted by it. Let anyone read the discussion 
which took place between 1500 and 1550 on three burning issues 
—the rise in prices, capital and interest, and the land question 
in England—and he will find that in three-fourths of them the 
final authority is what the author conceives to be traditional 
Christian morality. It is because that is conceived to be the 
final authority that the officers of the church claim to be heard 
on questions of social policy, and that, however Catholics and 
Anglicans, Lutherans and Calvinists may differ on doctrine or 
ecclesiastical government, Luther and Calvin, Latimer and Laud, 
John Knox and the Pilgrim Fathers are agreed that social morality 
is the province of the church, and are prepared both to teach it, 
and to enforce it, when necessary, by suitable discipline. 

_ By the middle of the seventeenth century all that is altered. 
After the Restoration in England we are in a new world of eco- 
nomic, as well as of political, thought. The claim of the church, 
at best a shadowy one, to maintain rules of good conscience in 
economic affairs, finally vanished with the destruction of Laud’s 
experiment in a confessional state. After the Civil War the 
attempt to maintain the theory that there was a Christian stand- 
ard of economic conduct was impossible, not only because of 
lay opposition, but because the division of the churches made it 
evident that no common standard existed which could be enforced 
by ecclesiastical machinery, and the doctrine of the Restoration 
economists’ that, as proved by the experience of Holland, trade 


*E.g., Petty, Political Arithmetic: ‘‘Moreover it is to be observed... .- 
that trade is most vigorously carried on, in every State and Government, by the 
heterodox part of the same, and such as profess opinions different from what are 
publicly established”. See also Sir William Temple’s remarks on the economic 
significance of toleration in Holland. 
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and tolerance flourished together had its practical significance in 
the fact that neither could prosper without large concessions to 
individualism. 

The ground which is vacated by the Christian moralist is 
quickly occupied by theorists of another order. The future for 
the next two hundred years is not with the attempt to reaffirm, 
with due allowance for altered circumstances, the conception 
that a moral rule is binding on Christians in their economic 
transactions, but with the new science of Political Arithmetic, 
which asserts, at first with hesitation and then with confidence, 
that no moral rule beyond the letter of the law exists. Influenced 
in its method by the contemporary progress of mathematics and 
physics, it handles economic phenomena not as a casuist, con- 
cerned to distinguish right from wrong, but as a scientist, applying 
a new calculus to impersonal economic forces. Its method, tem- 
per, and assumptions are accepted by all educated men, including 
the clergy, long after its particular conclusions continue to be 
disputed. Its greatest English exponent, before the days of 
Adam Smith, is the Reverend Dr. Tucker, Dean of Bristol. 

Some of the particular stages in this transition will be dis- 
cussed later. But that there was a transition, and that the intel- 
lectual and moral conversion which it produced was not less 
momentous than the effect of some more familiar intellectual 
revolutions, is undeniable. Nor is it to be refuted by insisting 
that economic motives and economic needs are as old as history, 
or that the appeal to religion may be a decorous drapery for a 
triumphant materialism. A medieval cynic, in expounding the 
Canon Law as to usury, remarked that “‘he who takes it goes to 
Hell, and he who does not goes to the workhouse.”* Mr. Coulton 
does well to remind us that, even in the ages of faith, resounding 
principles were compatible with very sordid practice. 

In a discussion which has as its subject social thought, not 
the history of business organization, it is not necessary to elabo- 
rate that truism. But, because doctrine and conduct diverge, it 
does not follow that to examine the former is to hunt abstractions. 


*Benvenuta da Imola, Comm. super. Dant. Comed. (ed. Lacaita), I, 579: 
“Qui facit usuram vadit ad infernum; qui non facit vadit ad inopiam.” 
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That men should have thought as they did is sometimes as signif- 
icant as that they should have acted as they did, and not least 
significant when thought and practice are at variance. It may 
be true that theory is a criticism of life only in the same sense as 
a good man is a criticism on a bad one. But the emphasis of the 
theorist on certain aspects and values is not arbitrary, but itself 
an interpretation, and if his answers are to be discounted, his 
questions are none the less evidence as to the assumptions of the 
period in which they were asked. It would be paradoxical to 
dismiss Macchiavelli and Locke and Smith and Bentham as 
irrelevant to the political practice of their age, merely on the 
ground that mankind has still to wait for the ideal Prince or 
Whig or Individualist or Utilitarian. It is not less paradoxical 
to dismiss those who formulated economic and social theories in 
the Middle Ages or in the sixteenth century merely because 
behind Canon Law and Summae and sermons, behind the good 
ordinances of borough and gild, behind statutes and proclama- 
tions and prerogative courts, there lurked the immutable appe- 
tites of the economic man. 

There is a moral and religious, as well as a material, environ- 
ment, which sets its stamp on the individual even when he is 
least conscious of it. And the effect of changes in it is not less 
profound. The economic categories of modern society, property, 
freedom of contract, competition, are as much a part of its intel- 
lectual furniture as its political conceptions, and, after religion, 
have probably been the most potent force in giving them their 
character. Between the conception of society as a community 
of unequal classes with varying functions organized for a common 
end, and that which regards it as a mechanism adjusting itself 
through the play of economic motives to the supply of economic 
needs; between the idea that a man must not take advantage of 
his neighbors’ necessity and the doctrine that “man’s self-love 
is God’s Providence’; between the attitude which appeals to 
a religious standard to repress economic appetites, and that 
which regards expediency as the final criterion, there is a chasm 
which no theory of the ubiquity of economic interests can bridge, 
and which deserves at least to be explored. To examine how the 
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latter grew out of the former, to trace the change from a view of 
economic activity which regarded it as one among other kinds 
of moral conduct to the view of it as dependent upon impersonal 
and almost automatic forces; to observe the struggle of individ- 
ualism in the face of restrictions imposed in the name of religion 
by the church and of public policy by the state, first denounced, 
then palliated, then triumphantly justified in the name of eco- 
nomic liberty; to watch how ecclesiastic authority strives to main- 
tain its hold upon the spheres it had claimed and finally abdi- 
cates them—to do this is not to indulge a vain curiosity, but to 
stand at the sources of rivulets which are now a flood. 

Has religious opinion in the past regarded questions of social 
organization and economic conduct as irrelevant to the life of 
the spirit, or has it endeavored not only to Christianize the 
individual but to make a Christian civilization? Can religion 
admit the existence of a sharp division between the life of the 
individual and the economic environment? Does the idea of a 
church involve any particular standard of social morality, and if 
so, ought a church to endeavor to enforce it as among the obliga- 
tions incumbent on its members—such are a few of the questions 
which men are asking today and on which a more competent 
examination of history than I can hope to offer might throw at 
any rate an oblique and wavering light. 

We are asking these questions today. Men were asking the 
same questions, though in different language, throughout the 
sixteenth century. It is a commonplace that modern economic 
history begins with a series of revolutionary changes in the 
direction and organization of commerce, in finance, in prices, and 
in agriculture. To the new economic situation men brought a 
body of doctrine, law, tradition, use, and wont hammered out 
during the preceding three centuries. Since the changes were 
bewildering and often shocking to the consciences of decent men, 
moralists and religious teachers met them at first by a reaffirma- 
tion of the traditional doctrines by which, it seemed, their excesses 
might be restrained and their abuses corrected. As the changed 
environment became, not a novelty, but an established fact, 
these doctrines had to be modified. As the effects of the Refor- 





Ht 


SS 





470 R. H. TAWNEY 


mation developed, different churches produced characteristic 
differences of social opinion. 

But these were later developments which only gradually 
became apparent. The new economic world was not accepted 
without a struggle. Apart from a few extremists, the first 
generation of reformers were rarely innovators in matters of social 
theory, and quote Fathers and church councils, decretals, and 
canon lawyers in complete unconsciousness that innovations in 
doctrine and church government involved any breach with what 
they had learned to regard as the moral tradition of Christendom. 
Hence the sixteenth century sees a collision, not only between 
different schools of religious thought, but between the changed 
economic environment and the accepted theory of society. To 
understand it one must place one’s self at the point from which 
it started. One must examine shortly the historical background. 

That background consists of the body of social theory, stated 
and implicit, which was the legacy of the Middle Ages. The 
formal teaching is derived from the Bible, the works of the 
Fathers and Schoolmen, the Canon Law and its commentators, 
and has been popularized in sermons and religious manuals. 
The informal assumptions are those implicit in law, custom, 
and social institutions. Both are complex and to speak of 
them as a unity is to sacrifice truth to convenience. There is 
as much difference between the life of a center of capitalist 
industry, like fifteenth-century Flanders, or a center of capitalist 
finance, like fifteenth-century Florence, and a pastoral society 
exporting raw materials and a little food, like medieval England, 
as there is between modern New York and modern Denmark. 
The elements in the social theory of the Middle Ages are not 
less various. Even if one confines one’s self to the body of 
doctrine which is definitely animated with religion, and takes as 
typical of it the Summae of the Schoolmen, one finds that it under- 
goes a constant process of development, that the economic teach- 
ing of St. Antonino in the fifteenth century, for example, is fat 
more complex and realistic than that of St. Thomas in the 
thirteenth, and that down to the very end of the Middle Ages 
the best-established and most characteristic parts of it, for 
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example, the theory of usury, so far from being stationary, are 
steadily modified and elaborated. 

There are, perhaps, four main attitudes which religious opinion 
may adopt toward the world of social institutions and economic 
relations. It may stand on one side in ascetic aloofness and 
regard them as in their very nature the sphere of unrighteousness, 
from which men may escape—from which, if they consider their 
souls, they wll escape—but which they can conquer only by 
flight. It may take them for granted and ignore them as matters 
of indifference belonging to a world with which religion has no 
concern; in all ages the policy of looking problems boldly in the 
face and passing on has been too popular to require justification. 
It may throw itself into an agitation for some particular reform, 
for the removal of some crying scandal, for the promotion of 
some final revolution, which will inaugurate the reign of right- 
eousness on earth. It may at once accept and criticize, tolerate 
and amend, embrace the gross world of human appetites as the 
squalid scaffolding from amid which the life of the spirit must rise 
and insist that this also is the material of the Kingdom of God, 


that nothing is too mean to be below or too great to be above 
it, that, apart from religion, all activities are brutal or dead, but 
that there is room for all within it, and that, within it, each in 
its own degree is permeated by the spirit of the whole—that, in 
the words of Dante, ‘‘ Paradise is everywhere, although the grace 


99x 


of the highest good is not poured everywhere in the same degree. 

Each of these attitudes meets us today. Each meets us 
in the thought of the Middle Ages, as differences of period and 
place and economic environment and personal temperament 
evoke it. In the early Middle Ages the ascetic temper predomi- 
nates. Lanfranc,? for example, who sees nothing in economic 
life but the struggle of wolves over carrion, thinks that men of 
business can hardly be saved, for they live by cheating and 
profiteering. As for indifferentism—what else, for all its com- 


* Paradiso, Canto III. 


? Elucidarium, Lib. II, 18. See also The Vita Sancta Guidonis (Acta Sanc- 
torum, Sept., Vol. IV, p. 43): ‘‘Mercatura raro aut numquam ab aliquo diu sine 
crimine exerceri potuit.” 
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munistic phrases, is Wycliffe’s teaching that the “just man is 
already lord of all,” and that “‘in this world God must serve the 
devil,” but an anticipation of the doctrine of celestial happiness 
as the compensation of earthly misery to which Hobbes gave a 
cynical immortality when he wrote that the persecuted, instead 
of rebelling, ‘‘must expect their reward in Heaven,” which was 
characteristic of the evangelical revival of the eighteenth century, 
and which Mr. and Mrs. Hammond have revealed as an opiate 
dulling both the pain and the agitation of the Industrial Revolu- 
tion? If obscure sects like the Poor Men of Lyons are too 
unorthodox to be cited, the Friars are not, and it was not only 
Langland and that gentlemanly journalist, Froissart, who 
accused them—the phrase has a long history—of “‘stirring up 
class hatred.” To select from so immense a sea of ideas about 
society and religion only the specimen that fit the meshes of one’s 
own small net, and to label them ‘‘medieval thought,” is to beg 
all questions. Ideas have a pedigree which, if realized, would 
often embarrass their exponents. The day has long since passed 
when it could be suggested that only one-half of modern Chris- 
tianity has its roots in medieval religion. There is a medieval 
Puritanism and rationalism as well as a medieval Catholicism. 
In the field of ecclesiastical theory, Gregory VII and Boniface 
VIII have their true successors in Calvin and Knox. What is 
true of religion and political thought is equally true of economic 
and social doctrines. The social theories of Luther and Latimer, 
of Bucer and Bullinger, of sixteenth-century Anabaptists and 
seventeenth-century Levellers, of Puritans like Baxter, Anglicans 
like Laud, Baptists like Bunyan, Quakers like Bellers, are all 
the children of medieval parents. For good or evil, down to the 
Reformation and for a century after it, the church aspired to be, 
not a sect, but a civilization. Asceticism or renunciation, quie- 
tism or indifferentism, the zeal which does well to be angry, the 
temper which seeks a synthesis of the external order and the 
religion of the spirit—all alike, in one form or another, are repre- 
sented in it. 

All are represented in it, but not all are equally representa- 
tive of it. Of the four attitudes suggested above, it is the last 
which is most characteristic. The first fundamental assumption 
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which is taken over by the sixteenth century is that the ultimate 
standard of human institutions and activities is a religious one. 
The architectonics of the system had been worked out in the 
Summae of the Schoolmen. In sharp contrast to the temper 
which takes the destination for granted, and is thrilled by the 
hum of the engine, medieval thought strains every interest and 
activity, by however arbitrary a compression, into the service 
of a single idea. The lines of its scheme run up and down, and 
since purpose is universal and all embracing, there is no room for 
eccentric bodies which move in their own private orbit. That 
purpose is set by the divine plan of the universe. ‘The per- 
fect happiness of man cannot be other than the contemplation 
of the divine excellence.” 

Hence all activities fall within a single scheme, because all, 
though with different degrees of immediateness, are related to 
a single end, and derive their significance from it. The church 
in its wider sense is the Christian commonwealth within which 
that end is to be realized; in its narrower sense it is the hierarchy 
divinely commissioned for its interpretation; in both it embraces 
the whole of life, and its authority is final. Though practice is 
perpetually at variance with theory, there is no absolute division 
between the inner and personal life, which is “‘the sphere of 
religion,” and the practical interests, the external order, the 
impersonal mechanism, to which religion is irrelevant. 

There is no absolute division, but there is a division of quality. 
There are—to use a modern phrase—degrees of reality. Man 
shares with other animals the necessity of maintaining and per- 
petuating his species; in addition, as a natural creature, he has, 
what is peculiar to himself, an inclination to the life of the intel- 
lect and of society—‘‘to know the truth about God and to live 
in communities.”* These activities, which form his life accord- 
ing to the law of nature, may be regarded, and sometimes are 
regarded, as indifferent or hostile to the life of the spirit. But 
the characteristic thought is different. It is that of a synthesis. 

The contrast between nature and grace, between human appe- 
tites and interests and religion, is not absolute but relative. It 
is a contrast of material and spirit, of stages in a process, of prep- 
* Aquinas, Summa Theol. Prima, Sec. Q, xciv. Art. II. 
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aration and fruition. Grace works on the unregenerate nature 
of man, not to destroy it, but to transform it. And what is true 
of the individual is true of society. An attempt is made to give 
it a new significance by relating it to the purpose of human life 
as known by revelation. In the words of a famous (or notorious) 
Bull: “The way of religion is to lead the things which are lower 
to the things which are higher through the things which are 
intermediate.”* Thus, ideally conceived, society is an organism 
of different grades, and human activities form a hierarchy of 
functions, which differ in kind and in significance, but each of 
which is of value on its own plane, provided it is governed, 
however remotely, by the end which is common to all. 

Needless to say, metaphysics, however sublime, were not 
the daily food of the Middle Ages, any more than of today, and 
by the end of the fifteenth century all this was becoming anti- 
quated. Needless to say, also, general ideas cannot be kept in 
compartments, and the teleology of medieval speculation colored 
the interpretation of common affairs, as it was colored by physics 
in the eighteenth century and by the idea of evolution in the nine- 
teenth. If the first legacy of the Middle Ages to the sixteenth 
century was the idea of religion as embracing all aspects of human 
life, the second and third flowed naturally from the working of 
that idea in the economic environment of the time. They may 
be called, respectively, the functional view of class organization 
and the doctrine of economic ethics. 

From the twelfth century to the sixteenth, from the work of 
Beckett’s secretary’ in 1159 to the work of Henry VIII’s chaplain’ 
in 1537, the analogy by which society is described—an analogy 
at once fundamental and commonplace—is the same. It was 
not shaken till the rise of a theoretical individualism in England 
in the seventeenth century. It is that of the human body. The 
gross facts of the social order are accepted. They are accepted 
with astonishing docility, and, except on rare occasions, there is 

* The Bull Unam Sanctam. 

2 Polycraticus vi. 20. 

3 E.E.T.S., Dialogue between Pole and Lupset, by Thomas Starkey. 
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no question of reconstructing it. What they include is no trifle. 
It is nothing less than the whole structure of feudal society— 
class privilege, class oppression, exploitation, serfdom. But 
they cannot be treated as simply alien to religion, for religion is 
all comprehensive. They must be given some moral meaning, 
must be shown to be the expression of some larger plan. The 
meaning given them is simple. The facts of class status and 
inequality are rationalized in the Middle Ages by a functional 
theory of society, as the facts of competition were rationalized in 
the eighteenth by the theory of economic harmonies. Society, 
like the human body, is an organism composed of different mem- 
bers. Each member has its own function; prayer or defense or 
merchandise or tilling the soil. Each must receive the means 
suited to its station and must claim no more. Within classes 
there must be equality; if one takes into his hand the living 
of two, his neighbor will go short. Between classes there must 
be inequality; for otherwise a class cannot perform its function, 
or—a strange thought to us—enjoy its rights. Peasants must 
not encroach on those above them. Lords must not despoil 
peasants. Craftsmen and merchants must receive what will 
maintain them in their calling, and no more. 

Society is conceived of as held together by a system of mutual 
but varying obligations. Social well-being exists in so far as 
each class performs its functions and enjoys the rights propor- 
tioned thereto. “‘The Church is divided into these three parts, 
preachers, and defenders, and . . . . laborers As she is 
our mother, so she is a body, and the health of her body stands 
in this, that one part of her answers to another, after the same 
manner that Jesus Christ hath ordained it... . .Man’s hand 
helps his head, and his eye his foot, and his foot his body .. . . 
and thus should be in parts of a Church As divers parts 
of man served unkindly to man if one took the service of another 
and left his own proper work, so divers parts of the Church have 
proper work to serve God, and if one part leave his work that God 
hath limited him and take work of another part, sinful wonder is 
in the Church Surely the Church shall never be whole 
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before proportion of her parts be brought again by the heavenly 
leech and [by] medicine of men.’” 

Speculation does not develop in vacuo. It reflects, however 
radical, the established order. Clearly this patriarchal doctrine 
of society is a softened reflection of the feudal land system. 
Not less clearly the church’s doctrine of economic ethics is the 
expression of the conditions of medieval industry. A religious 
philosophy, unless it is frankly to abandon nine-tenths of conduct 
to the powers of darkness, cannot admit the doctrine of a world 
of business and economic relations self-sufficient and divorced 
from ethics and religion. But the facts may be difficult to 
moralize, or they may be relatively easy. Over a great part of 
Europe in the later Middle Ages, the economic environment 
of industry was less recalcitrant than it was in the days of 
the Empire or than it is today. In the great commercial centers 
there was sometimes, it is true, an inhuman capitalism, and from 
time to time ferocious class wars of artisans and merchants. 
But outside them trade, industry, the money market all that 
we call the economic system, was not a system, but a mass of 
individual trades and individual dealings. Pecuniary trans- 
actions were a fringe on a world of natural economy. There was 
little mobility or competition. There was a very little large- 
scale “organization. With some important exceptions, such as 
the textile workers of Flanders and Italy, the medieval artisan, 
especially in backward countries like England, was a small 
master. In the towns with their freedom, their comparative 
peace, their strong corporate feeling, large enough to be prolific 
of associations and small enough for each man to know his neigh- 
bor, an ethics of mutual aid was particularly promising. Much 
that is now mechanical was then personal, intimate, and direct, 
and there was little room for organization on a scale too vast for 
the standards that are applied to individuals, or for the doctrine 
which silences scruples and closes all accounts wit. the final 
plea of economic expediency. 

Such an environment, with its personal economic relations, 
was not an unfavorable field for a system of social ethics. And 

* Wiclif, Select English Works (Arnold). 
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the church, which brought to it the tremendous claim to 
mediate between even the humblest activity and the divine 
purpose, sought to supply it. True, its teaching was violated 
in practice, and violated grossly, in the very citadel of Christen- 
dom which promulgated it. Contemporaries were under no 
illusion as to the reality of economic motives in the ages of faith. 
They had only to look at Rome. From the middle of the thir- 
teenth century a continuous wail arises against the iniquity of 
the church, and its burden may be summed up in one word, 
‘“‘avarice.”* At Rome, everything is for sale. What is taught 
is the gospel, not according to St. Mark, but according to the 
marks of silver.2, The papacy might denounce usurers, but, as the 
center of the most highly organized administrative system, receiv- 
ing remittances from all over Europe, and receiving them in money 
at a time when the revenue of other governments still included 
personal services and payments in kind, it could not dispense with 
them. Dante put the Cahorsine money-lenders in hell, but a 
pope gave them the title of ‘‘ peculiar sons of the Roman Church.” 
Grosstéte denounced the Lombard bankers and a bishop of 
London expelled them, but papal protection brought them back.’ 
As the fiscal system of the papacy was elaborated, things became 
not better but worse. The abuses which were a trickle in the 
thirteenth century were a torrent in the fifteenth. 

The picture is horrifying, and one must be grateful to those, 
like Mr. Coulton, who demolish romance. But when the halo 
has vanished from practice, it remains to ask what principles 
men valued and what standards they erected. ‘The fundamental 
ideas, both transmitted to the sixteenth century, were two: 
that economic interests are subordinate to the real business of 
life, which is salvation, and that economic conduct is one aspect 
of personal conduct, upon which, as on other parts of it, the rules 
of morality are binding. Material riches are necessary; they 
have a secondary importance, since without them men cannot 


* See, e.g., Matthew Paris, passim. 
* Carmina Burana, quoted by Coulton (A Medieval Garner), pp. 346-47. 


v1. M. Paris, III, 284, 312, 328; V, 194, etc.; and for a collection of references, 
Ehrenberg, Das Zeitalter der Fugger, I, 65-66. 
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support themselves and help one another; the wise ruler, as St. 
Thomas said, will consider in founding his state the natural 
resources of the country.’ But economic motives are suspect. 
Because they are powerful appetites, men fear them, but they 
are not mean enough to applaud them. Like other strong pas- 
sions, what they need, it is thought, is not a clear field, but repres- 
sion. There is no place in medieval thought for economic 
activity which is not related to a moral end. ‘‘Riches,” as St. 
Antonino says, “exist for man, not man for riches.”? At every 
turn, therefore, there are limits, restrictions, warnings against 
allowing economic interests to interfere with serious affairs. It 
is right for a man to seek such wealth as is ‘‘necessary for a liveli- 
hood in his station.”” To seek more is not enterprise but avarice, 
and avarice is a deadly sin. Trade is legitimate. The different 
resources of different countries show that it was intended by 
Providence. But it is a dangerous business. A man must be 
sure that he carries it on for the public benefit, and that the profits 
which he takes are no more than the wages of his labor. Private 
property is a necessary institution, at least in a fallen world; 
men work more and dispute less when goods are private than 
when they are in common. But the estate is somewhat incum- 
bered. It must be legitimately acquired. It must be in the 
largest possible number of hands. It must provide for the sup- 
port of the poor. Its use must as far as practicable be common. 
Its owners must be ready to share it with those who need, even 
if they are not in actual destitution. Such were the conditions 
which commended themselves to an archbishop‘ of the business 
capital of fifteenth-century Europe. There have been ages in 
which they would have been described, not as a justification of 
property, but as a revolutionary attack on it. 

If such ideas are to be more than generalities, they must be 
translated into terms of the particular transactions by which 
trade is conducted and property acquired. Their practical 

* De regimine principum ii. i-vii. 

2 Summa Moralis iv. 5. 17. i. 

3 Ibid. ii, i. 16. 11, and Wiclif, English Works (Arnold) Seven Deadly Sins, 
Vol. XXVII. 

‘Ibid. ii. i. 14. See also Ilgner, op. cit., chap. x. 
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expression was the body of economic casuistry, in which the best- 
known elements are the teaching with regard to the just price 
and the prohibition of usury. These doctrines sprang as much 
from the popular consciousness of the plain facts of the economic 
situation as from the theorists who expounded them. And the 
innumerable fables of the usurer who was prematurely carried 
to hell, or whose money turned to withered leaves in his strong 
box, or who (as the scrupulous recorder remarks) ‘‘about the 
year 1240,” on entering a church to be married, was crushed by 
a stone figure falling from the porch, which proved by the grace 
of God to be a carving of another usurer and his money-bags 
being carried off by the devil, are more illuminating than the 
refinements of the lawyers.’ 

On these matters, as the practice of borough and manor as 
well as of national government shows, the church was preaching 
to the converted. The economic background of it all was very 
simple. The medieval consumer—we can sympathize with him 
today more than in 1914—‘is like a traveler condemned to spend 
his life at a station hotel. He occupies a tied house and is at 
the mercy of the local baker and brewer. Monopoly is inevitable. 
Indeed, a great part of medieval industry is a system of organized 
monopolies endowed with a public status, which must be watched 
with jealous eyes to see that they do not abuse their powers. 
It is a society of small masters and peasant farmers. Wages are 
not a burning question, for excepting the great industrial centers 
of Italy and Flanders, the permanent wage-earning class is small. 
Usury, as it is today, is in similar circumstances. For the farmer 
whose harvest fails or whose beasts die, or the artisan who loses 
money must have credit, seed corn, cattle, material, and his 
distress is the money-lender’s opportunity. Naturally, there is 
a passionate, popular sentiment against the engrosser who holds 
a town to ransom, the monopolist who brings the livings of 
many men into the hands of one, the money-lender who takes 
advantage of his neighbors’ necessities to get a lien on their land 
and foreclose. 


*Caes, Heist. i. 70; Etienne de Bourbon, p. 365 (both quoted by Coulton, 
op. cit., pp. 212 and 2098). 
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Nor will anyone who examines the cases actually heard by 
the courts in the later Middle Ages think that resentment sur- 
prising, for they throw a lurid light on the possibilities of com- 
mercial immorality. When, unable to set up shop without rais- 
ing a little capital, the young shopkeeper borrows “ £30 to be 
employed as merchandize,” the lender insists that he shall “be 
bounden in XL li and odd silver,” charges him with interest at 
15 per cent, and finally demands the repayment of 25 per cent 
more than the sum originally borrowed. Robert Francis has 
“little substance of goods and is a young beginner,”’ but he has 
inherited three small tenements, producing an annual rent of £3 
in the parish of St. Aldersmary. Richard Batte of London, 
draper, ‘‘craftily and subtly imagined to impoverish your said 
beseecher to the intent that he should be driven to that need to 
make sale of the three said meses . . . . [and] offered him money 
to buy and sell with.” Francis consents, borrows £8 on condition 
of repaying £12, 10/8 at the end of a quarter, or rather more than 
200 per cent per annum, is obliged, owing to business misfortunes, 
to agree to sell the three houses for £20, or less than seven years’ 
purchase, and finally brings a suit in Chancery against Batte 
for refusing to pay more than £16, because Batte is a power in 
the city, and he fears that he will get no justice in the city court 
“by cause of affection.’ 

When the tradesman is established in business, his dealings 
with the money-lender have often only begun. Business losses 
drive him to borrow, and the lender makes what terms he pleases. 
He demands £480 for an advance of £280. He refuses to lend 
anything at all, unless the borrower will first execute a bond 
declaring that he has received ioo sheep, and then, on the strength 
of the fiction, demands interest at the rate of 100 per cent. A 
merchant is doing well and sees a chance of extending his business. 
An acquaintance visits him, says “he has money lying buy him 
which did him none ease,”’ offers it to his friend “inasmuch as he 

* Quoted from Early Chancery Proceedings, Bdle. LXIV, No. 29, by Abram, 
“‘Social England in the Fifteenth Century.” 

2 Ibid., Bdle. LXIV, No. 1089. 3 Ibid., Bdle. XXXVII, No. 38. 
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occupieth buying and selling,” and then unexpectedly begins 
an action for interest alleged to be promised, though it is “plain 
usury and againt God’s law and man’s law.’ 

Among the peasants and small masters who composed the 
mass of medieval England, borrowing and lending were com- 
mon; it was with reference to their petty transactions, not to the 
world of high finance, where princes and ecclesiastical authorities 
wrangled with sharp Italians, that the traditional attitude toward 
the money-lender had been crystallized; and it was not surprising 
that “ Juetta? (who) is a usuress and sells at a dearer rate for ac- 
commodation,” and John the Chaplain, “qui est usurarius maxi- 
mus,”? should be regarded as figures at once too scandalous to be 
tolerated by their neighbors and too convenient to be altogether 
suppressed. The church accepts this popular sentiment, gives 
it a religious significance, and crystallizes it in a system in which 
economic morality is preached from the pulpit, emphasized in 
the confessional, and enforced, in the last resource, through 
the courts. 

The philosophical background of it is the conception of 
natural law. “Every law framed by man bears the character 
of a law exactly to that extent to which it is derived from the law 
of nature. But if in any point it is in conflict with the law of 
nature, it at once ceases to be a law; it is a mere perversion of 
law.”* The plausible doctrine of compensations, of the long-run 
of the self-correcting mechanism, is not yet invented. The idea 
of a law of nature—of natural justice which ought to find expres- 
sion in positive law, but which is not exhausted in it—supplies 
an ideal standard by which the equity of particular relations can 
be measured. The most fundamental difference between medie- 
val and modern economic thought consists, indeed, in the fact 
that whereas the latter refers to economic expediency interpreted 
normally in terms of production, for the justification of any 


t Ibid., Bdle. XLVI, No. 307. 

* Hist. M.S. S.COM., Cd. 2319, pp. 26 and 27. 

3 Selden Society, Leet Jurisdiction in Norwich. 

4 Aquinas, Summa Theologica; Prima, Sec. Q xcv, Art. II. 
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particular action, policy, or system of organization, the former 
starts from the position that there is a moral authority to which 
considerations of economic expediency must be subordinated. 
The practical application of this conception is the attempt to try 
every transaction by a rule of right, which is largely, though not 
wholly, independent of the fortuitous combinations of economic 
circumstances. No man must ask more than the price fixed, 
either by public authorities, or, failing that, by common estima- 
tion. ‘True, prices even so will vary with scarcity, for, with all 
their rigor, theologians are not so impracticable as to rule out 
the effect of changing supplies. But they will not vary with 
individual necessity or individual opportunity; and the bugbear 
is the man who uses, or even creates, a temporary scarcity, the 
man who makes money out of the turn of the market, the man 
who, as Wiclif says, must be wicked, or he could not have 
been poor yesterday and rich today... No man may charge 
money foraloan. He may, of course, take the profits of partner- 
ship, provided that he takes the partner’s risks. He may buy 
a rent-charge; for the fruits of the earth are produced by nature, 
not wrung from man. He may demand compensation if he is 
not repaid the principal at the time stipulated. He may ask 
payment corresponding to any loss he incurs or gain he foregoes. 
He may purchase an annuity, for the payment is contingent and 
speculative, not certain. What he may not do is to take interest 
merely for a loan which falls under none of these heads. Medie- 
val opinion, which has no objection to rent or profits, provided 
they are reasonable—for is not everyone in a small way a profit- 
maker ?—has no mercy for the debenture holder. His crime is 
that he takes a payment for money, which is fixed and certain, 
and such a payment is usury. To take usury is contrary to 
Scripture; it is contrary to Aristotle; it is contrary to nature, 
for it is to live without labor; it is to sell time, which belongs to 
God, for the advantage of wicked men; it is to rob those who use 


* Wiclif, Select English Works (Arnold) The Seven Deadly Sins, chap. xxiv: 
‘But men of law and merchants and chapmen and victuallers sin more in avarice 
than do poor labourers, And this token hereof; for now been they poor, and now 
been they full rich, for wrong that they done.” 
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the money lent, and to whom, since they make it profitable, the 
profits should belong.* 

True, the church cannot dispense with commercial wickedness 
in high places. It is too convenient. The distinction between 
pawnbroking, which is disreputable, and high finance, which is 
eminently honorable, was as familiar in the ages of faith as in 
the twentieth century, and the collusion of the papacy with 
money-lenders was notorious. But in the commonplace trans- 
actions of small men, the church’s economic ethics were meant 
to be enforced. They are part of Christian charity. They are 
enforced partly by secular authorities, partly, in so far as the 
rivalry of the state and of municipal bodies will permit it, by the 
machinery of ecclesiastical discipline. 

The ecclesiastical legislation on the subject of usury has been 
so often? analyzed that it is needless to do more than allude to it. 
Early councils had forbidden usury to be taken by the clergy. 
The councils of the twelfth and thirteenth centuries forbid it 
to be taken by clergy or laity, and lay down rules for dealing 
with offenders. Clergy who lend money to persons in need, take 
their possessions in pawn, and receive profits beyond the capital 
sum lent, are to be deprived of their office. Manifest usurers 
are not to be admitted to communion or Christian burial; their 
offerings are not to be accepted; and ecclesiastics who fail to 
punish them are to be suspended until they make satisfaction 
to their bishop.’ The high-water mark of the ecclesiastical 
attack on usury was probably reached in the legislation of the 

* The question of the legitimacy of rent-charges and of the profits of partner- 
ship has been fully discussed by Neumann, “‘Geschichte des Wuchers in Deutschlond, 
and by Ashley, Economic History. For concrete examples of the practice of selling 
rent-charges see Tingey, Records of ihe City of Norwich, V, 227: ‘“‘Granted to Wil- 
liam de Burwode . .. . for 3 marks of silver paid into our hands 6 shillings of 
annual rent”; and Hist. M.S.S. Com., Cd. 3215, p. 32. For the profits of partner- 
ship, see Selden Society, Select Cases in the Law Merchant, I, 73 and 105; they are 


toe long to quote. For the selling of Annuities by a monastery, see Wilson, The 
Worcester Liber Albus. 


*See the list of books given by Ashley, Economic History, The Canonist 


Doctrine. 
3E.g., Council of Arles, 314; Nicaea, 325; of Laodicea, 372, and many otbers. 

‘Corp. Jur. Can. Dec. Greg. IX, Lib. V, Tit. XIX., Cap. I. 

5 Ibid., Cap. IIT. 
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Councils of Lyons (1273) and of Vienne (1312). The former 
reenacted the measures laid down by the third Lateran Council 
(1175), and supplemented them by rules which virtually made the 
money-lender an outlaw. No individual or society, under pain 
of excommunication or interdict, was to let houses to usurers, 
but was to expel them (had they been admitted) within three 
months. They were to be refused confession, absolution, and 
Christian burial until they had made restitution, and their wills 
were to be invalid.t The legislation of the Council of Vienne 
was even more sweeping. Declaring that it has learned with 
dismay that there are communities which, contrary to human 
and divine law, sanction usury and compel debtors to observe 
usurious contracts, it declares that all rulers and magistrates 
knowingly maintaining such laws are to incur excommunication, 
and requires them to be abolished within three months. Since 
the true nature of usurious transactions is often concealed beneath 
various specious devices, money-lenders are to be compelled by 
the ecclesiastical authorities to submit their accounts to examina- 
tion. Any person obstinately declaring that usury is not a sin 
is to be punished as a heretic, and inquisitors are to proceed 
against him “tanquam contra diffamatos vel suspectos de 
haeresi.””? 

It would not be easy to find a more drastic example of eccle- 
siastical sovereignty, or of the attempt to assert the superiority 
of the moral law to economic expediency, than the requirement, 
under threat of excommunication, that all secular legislation 
sanctioning usury shall be repealed. But, for an understanding 
of the way in which the system was intended to work, the enact- 
ments of councils are perhaps less illuminating than the corre- 
spondence between the papal curia and subordinate ecclesiasti- 
cal authorities on specific cases and questions of interpretation. 
Are the heirs of those who have made money by usury bound 
to make restitution? Ves, the same penalties are to be applied 
to them as to the original offenders. The pious object of ran- 
* Corp. Jur. Can. Sext. Dec., Lib. V, Cap. I and II. 


2 Ibid., Clem., Lib. V, Tit. V, Cap. I. 
3 Dec. Greg. IX., Lib. V, Tit. XIX, Cap. IX. 
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soming prisoners is not to justify the asking of a price for a loan. 
A man is to be accounted an usurer not only if he charges interest 
but if he allows for the element of time in a bargain by asking 
a higher price when he sells on credit.2_ Even when debtors have 
sworn not to proceed against usurers, the ecclesiastical authorities 
are to compel them to restore their gains,3 and if witnesses are 
terrorized by the protection given to usurers by the powerful, 
punishment can be imposed without their evidence, provided 
that the offense is a matter of common notoriety. An arch- 
bishop of Canterbury’ is reminded that usury is perilous not only 
for the clergy but for all men whatever, and is warned to use 
ecclesiastical censure to secure the restoration, without the 
deduction of interest, of property which has been Pewaed 
Usurers, says a papal letter to the archbishop of Salernc’* object 
to restoring gains, or say that they have not the means. He is 
to compel all who can to make restitution, either to those from 
whom interest was taken, or to their heirs; when neither is pos- 
sible, they are to give it to the poor; for, as Augustine says, “‘non 
remittitur peccatum, nisi restuitur ablatum.” At Genoa,’ 
the pope is informed, a practice obtains of undertaking to pry, 
at the end of a given term, a higher price for wares than they 
were worth at the moment when the sale took place. It is not 
clear that such contracts are necessarily usurious: 

Nevertheless the sellers run into sin, unless there is a probability that 
the wares will have changed in value by the time that payment is made. 
And therefore your fellow-citizens would show a wise regard for their salva- 
tion if they ceased making contracts of the kind, since the thoughts of men 
cannot be concealed from Almighty God. 


It is evident from the »umber of doubtful cases referred to 
Rome for decision that the law with regard to usury was not 


easily administered. It is evident also that efforts were made to 
offer guidance in dealing with difficult and technical problems. 


t Ibid, Cap. IV. 2 Ibid., Cap. XIX. 3 Ivid., Cap. XIII. 
‘Ibid., Cap. XV. For a case of this kind see Matthew Paris, III, ror. 
Corp. Jur. Can. Dec. Greg., Lib. V, Tit. XIX, Cap. II. 

6 Ibid., Cap V. 1 Ibid., Cap. VI. 
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In the book’ of common forms, drawn up in the thirteenth cen- 
tury for the guidance of the papal penitentiary in dealing with 
hard cases, precedents were inserted to show how usurers should 
be handled. About the same time appeared St. Raymond’s? 
guide to the duties of an archdeacon, which contains a long list 
of inquiries to be made on visitation, covering every conceivable 
kind of extortion and designed to expose the various illusory 
contracts, fictitious partnerships, loans under the guise of sales, 
excessive deposits against advances, by which the offense was 
concealed. The archdeacon is to inquire 


Whether [the priest] feeds his flock, assisting those who are in need 
and above all those who are sick. Works of mercy also are to be suggested 
by the Archdeacon, to be done by him for their assistance. If he cannot fully 
accomplish them out of his own resources, he ought, according to his power, 
to use his personal influence to get from others the means of carrying them 
ee Inquiries concerning the parishioners are to be made both 
from the priest and from others among them worthy of credence, who, if 
necessary, are to be summoned for the purpose to the presence of the arch- 
deacon, as well as from the neighbors, with regard to matters which appear 
to need correctien. First, inquiry is to be made whether there are n»torious 
usurers, or persons reputed to be usurers, and what sort of usury they prac- 
tice, whether anyone, that is to say lends money or anything else . . 
on condition that he receive anything above the principal, or holds any 
pledge and takes profits from it in excess of the principal, or receives pledges 
and uses them in the meantime for his own gain; secondly, . . . . whether 
he holds horses in pledge and reckons in the cost of their fodder more than 
they can eat . . . . or whether he buys anything at a much lower price 
than it is worth, on condition that the seller can take it back at a fixed 
term on paying the price, though the buyer knows that he [the seller] will 
not be able to do so; or whether he buys anything for a less price than it is 
worth, because he pays before receiving the article, for example for standing 
corn; or whether any one, asa matter of custom and without express contract, 
is wont to take payment above the principal, as the Cahorsines do. . . . . 
Further, it is to be inquired whether he practices usury cloaked under the 
guise of a partnership (nomine societatis palliatam) as when a man lends 
money to a merchant, on condition that he be a partner in gains, but not in 
losses. .... Further, whether he practices usury cloked under the guise 


* A Formulary of the Papal Penitentiary in the Thirteenth Century (ed. by C. 
H. Lea, 1892), XCII, CLX VIII, CLXXIX. 

2 Summa Pastoralis: Ravaisson, Catalogue Generale des M.S.S. des bibliothéques 
publiques des departements, I, 592 ff. 
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of a penalty, that is to say when his intention in imposing a penalty [for 
nonpayment at a given date] is not that he may be paid more quickly, but 
that he may be paid more. Further, whether he practices usury in kind, 
as when a rich man, who has lent money, will not receive from a poor man 
any money above the principal, but agrees that he shall work two days in 
his vineyard, or something of the kind. Further, whether he practices 
usury cloked by reference, and that perjured, to a third party, as when a 
man will not lend himself, but has a friend whom he induces tolend. When 
it has been ascertained how many persons in that parish are notorious for 
usury of this kind, their names are to be reduced to writing, and the archdea- 
con is to proceed against them in virtue of his office, causing them to be 
cited to his court on a day fixed, either before himself or his responsible 
official, even if there is no accuser, on the ground that they are accused by 
common report. If they are convicted, either because their offence is 
evident, or by their own confession, or by witnesses, he is to punish them as 
he thinks best. .... If they cannot be directly convicted, by reason! of 
their manifold shifts and stratagems, nevertheless their ill fame as usurers 
can easily be established. .... If the archdeacon proceed with caution 
and diligence against their wicked doings, they will hardly be able to held 
their own or to escape—if, that is, . . . . he vex them with trouble and 
expense and humiliate them, by frequently serving citations on them and 
assigning several different days for their trial, so that by trouble, expedse 
loss of time and all manner of confusion . . . . they may be induced jto 
submit themselves to the Church. i 


St. Raymond’s book shows at once the seriousness with which 
the problem was taken, and the practical difficulty of dealing 
with it. The manuals’ for use in the confessional and for tie 
guidance of the devout illustrate the popular teaching on the 
subject. The space given in them to the ethics of business was 
considerable: in the fifteenth century, Bishop Pecock could meet 
the Lollards’ complaint that the Scriptures were buried beneath 
a mass of interpretation by taking as his illustration the books 
which had been written on the text, ‘Lend, hoping nothing in 
return,” and arguing that “‘all this teaching upon usury is little 
enough .. . . to answer . . . . all the hard, scrupulous doubts 
and questions which all day have to be assoiled in men’s bargains 
and chafferings together.’” 


*E.g., Pupilla Oculi; John Myrc, Instructions for Parish Priests. (E.E.T.S.); 
Ayenbite, of Inwyt (E.E.T.S.). 
* Pecock, The Represser of Overmuch Blaming of the Clergy, Cap. III. 
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On the crucial question, how the ecclesiastical courts dealt in 
practice with these matters, we have very little light. They are 
still almost an unworked field. We catch glimpses of occasional 
raids. At the end of the thirteenth century an archbishop of 
Bourges makes some thirty-seven usurers disgorge at a sitting," 
and seventy years later an inquisitor at Florence collects 7,000 
florins in two years from usurers and blasphemers.? In England, 
at any rate after the middle of the twelfth century, cases of usury 
should properly, it would appear, have been reserved for the 
royal courts; complaints oy the clergy that their right to deal 
with such cases is impaired, and presentments of parties who 
bring actions on cases of debt in the Christian courts, show the 
existence of a struggle between rival jurisdictions. In practice, 
however, though there would seem to be only one example of 
legislation on the subject by an English church council,’ eccle- 
siastical courts continued to deal with questions of money-lend- 
ing down to, and after, the Reformation. In the “ Proceedings 
of the Court of Chancery,‘ in the fifteenth century, it is not infre- 
quent for the petitioners to appeal for redress on the ground 
that they have failed to secure justice in the courts of bishops 
or archdeacons where actions on cases of debt or usury have been 
begun; and the records of ecclesiastical courts’ in London, at 
Ripon, and at Whalley in Lancashire, which are among the few 
published, show that at that time they were dealing with usury, 
breach of contract, and analogous, commercial questions. 

Nor was it only by legal penalties that an attempt was made to 
raise a defensive barrier against the exactions of the money- 
lender. From a very early date there was a school of opinion 
which held that, in view of the various strategems by which 
usurious contracts could be “‘colored,”’ direct prohibition was 


* Hardnin, Acta Conc., VI, 1017-20 (date 1285). 

? Viliani, Cronea, XIII, 58 (quoted by C. Lea, Yale Review [1894], Vol. II.) 

3In 1234. Gibson, Codex Juris Eccl. Angl., I, 1026. 

4E.g., Early Chancery Proc., Bdle. XVIII, No. 137; Bdle. XIX No. 215; 
Bdle. XXIX No. 255; Bdle. XXXI, No. 348. See also Abram, Social England in 
the Fifteenth Century. 

’For London see Hale, Precedents in Criminal Causes; for Ripon, Surtees 
Society, 1874; for Whalley, Chetham Society (new series), Vol. XLI V. 
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almost necessarily impotent, and which favored the policy of 
providing facilities for borrowing on more reasonable terms than 
could be obtained from the money-lender. Ecclesiastics try, 
in fact, to turn the flank of the usurer by establishing institutions 
where the poor can raise capital cheaply. Parishes, relifious 
fraternities, gilds, hospitals, and perhaps monasteries lend corn, 
cattle, and money." In England, bishops are organizing such 
loans with papal approval in the middle of the thirteenth cen- 
tury, and two centuries later about 1462 the Franciscans’ lead 
the movement for the creation of Monts de Piété, which, starting 
in Italy, spread by the first half of ‘the sixteenth century to 
France, Germany, and the Low Countries, and though never 
taken up in England—for the Reformation intervened—sup- 
plied a subject for frequent comment and eulogy to English 
writers on economic ethics. The Canon Law on the subject of 
money-lending underwent a steady development, caused by the 
necessity of adapting it to the increasing complexity of business 
organization down at least to the Lateran Council of 1515. 
The ingenuity with which professional opinion elaborated the 
code was itself a proof that considerable business—and fees— 
were the result of it, for lawyers do not serve God for naught. 
The Canonists, who had a bad reputation with the laity, wtre not, 
to put it mildly, more innocent than other lawyers in the genfle 
art of making business. The Italians, in particular, as was 
natural in the commercial capital of Europe, made the pace, and 
Italian Canonists performed prodigies of legal ingenuity. In 
England, on the other hand, either because Englishmen were 
unusually virtuous, or as a foreigner unkindly said, because 
“they were so hardy that they do not fear to take usury every 

‘For parishes, see Addy, Church and Manor, chap. xv, where examples are 
quoted; for gilds, Toulmin-Smith, English Guilds, and Unwin, Gilds and Com- 
panies of London; for hospitals, Hist. M.S.S. Com., Cd. 7801, p. 129. 


* Calendar of Papal Registers, Papal Letters, V, 257-68. Confirmation to the 
bishops of Bath and Wells, and Salisbury of the ordinance by which many burgesses 
of cities placed in England have set aside a certain sum of money to be lent to the 
poor without interest . . . . that they may not be oppressed or devoured by usury 
(1251). 


3See Holzapfel, Die Anfiange der Montes Pietatis, 1462-1515. 
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day,’’* or, most probably, because English business was a con- 
servative and slow-going affair, the English Canonist Lynd- 
wood is content to quote a sentence from an English archbishop’ 
of the thirteenth century and to leave it at that. 

But, however lawyers might distinguish and refine, the essen- 
tial facts were very simple. The church sees buying and selling, 
lending and borrowing, as a simple case of neighborly or unneigh- 
borly conduct. It has a traditional prejudice against the arts 
by which men—or at least laymen—grow rich, and is apt to 
lump them together under the ugly name of avarice. Merchants 
who organize a ring or money-lenders who grind the poor, it 
regards not as business strategists, but as “‘nefandae belluae”’ 
—monsters of iniquity. As for grocers and victualers “who 
conspire wickedly together that none shall sell better cheap than 
another,” and speculators ‘‘who buy corn, meat and wine... 
to amass money at the cost of others, according to the law of the 
Church they are no better than common criminals.” It was 
not only the archdeacon of whom in the Middle Ages the delicate 
question could be propounded—‘‘an archidiaconus possit 
salvari.”” So when the price of bread rises, burgesses and peas- 
ants do not console themselves with the larger hope that the laws 
of supply and demand may bring them down again. Strong in 
the approval of all good Christians, they stand the miller in the 
pillory. And the parish priest delivers a sermon on the sixth 
commandment, choosing as his text the words of the Book of 
Proverbs, “give me neither riches nor poverty, but enough for 
my sustenance.” 

Such, in brief outline, was the background of economic thought 
which the sixteenth century inherited, and which it brought to 
the bewildering changes in land tenure, in prices, in commercial 
and financial organization, that made it a watershed in economic 
development. It is evident that the whole implication of this 
philosophy was, on one side, intensely conservative. There is no 


* Camden Society, An Italian Narration of Engiand. 


2 Gibson, Codex Juris. Eccl. Angl., I1, 1026; Lyndwood, Provinciale, sub tit. 
Usura. 
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question of progress, still less of any radical social reconstruction. 
Intellectually, religious opinion indorsed to the full the static 
view which regarded the social order as a thing unalterable, to be 
accepted, not to ke changed. Practically, the church was an 
immense vested interest, implicated to the hilt in the economic 
fabric, especially on the side of agriculture and land tenure, and 
could no more quarrel with the feudal structure than the Eccle- 
siastical Commission, the largest of mineral owners today, can 
quarrel with royalties. 

The basis of the whole medieval economic system, under 
which, except here and there, more than nine-tenths of the popu- 
lation consisted of agriculturists, had been the exploitation of the 
peasant by the system of villeinage. One naturally asks (though 
some writers on medieval economics refrain from asking), what 
was the attitude of religious opinion toward it. And one can 
hardly answer except by saying that religious opinion ignored it. 
True, it urged that the serf should be treated with humanity. 
True, it described the manumission of serfs as an act of piety, like 
gifts to the poor. For serfs are not “‘living tools’ but men; in 
the eyes of God all men are serfs together—“ conservi’’—and in 
the Kingdom of Heaven Lazarus is before Dives. True, villein- 
age was a legal, not an economic, category; in the England of 
the fourteenth century there were serfs who were rich men. But 
to release the individual is not to condemn the institution, and, 
whatever “‘mad priests’ might say and do, the official church, 
whose wealth consisted largely of villeins, walked with circum- 
spection. No prominent ecclesiastic made any pronouncement 
against serfdom. Aquinas explains it as the result of sin, but 
that does not prevent his justifying it on economic grounds. 
Almost all medieval writers appear to assume it or excuse it. 
It was not the church, but revolting peasants in Germany and 
England, who appealed to the fact that “Christ has made all 
men free,” and in Germany, at least, their ecclesiastical masters 
showed small mercy to them. The disappearance of serfdom— 
and, after all, it did not disappear from France till late in the 
eighteenth century and from Germany till the nineteenth—was 
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part of a general economic movement with which the church 
had little to do, and which churchmen, as property-owners, had 
sometimes resisted. 

The truth was that the very triumph of the church closed its 
mouth. The church of the third century, a minority of believers 
confronted with an alien civilization, might protest and criticize. 
But when the whole leaven was mixed with the lump, when the 
church was conceived of, not as a society, but as society itself, 
it was inevitably diluted by the mass which it absorbed. The 
result was a compromise—a compromise of which the critic can 
say, ‘How much that was intolerable was accepted!” and the 
eulogist, ‘How much that was intolerable was softened!” and 
both critic and eulogist will be right. 

For if religious opinion acquiesced in much, it also claimed 
much, and the habit of mind which made the medieval church 
almost impotent when dealing with the serried abuses of the land 
system was precisely that which made it strong, at least in the- 
ory, in dealing with the economic transactions of the individual. 
The world of industrial and commercial morality, which is our 
despair, was its opportunity. However strongly one may 
emphasize—and emphasis can hardly be too strong—the appall- 
ing gulf between theory and practice, the qualifications which 
stultify the principle, the hair-splittings and the subtleties of 
Canon lawyers, there still remains something magnificent in the 
refusal to admit that there can be one rule for private life and 
another for business; in the insistence that the law of charity 
is binding in every activity and every relation, that everyone is 
responsible, that every action is moral or immoral, that nothing 
is indifferent; in the attempt, in short, to construct a system 
tough enough to stand against commercial unscrupulousness 
and elastic enough to admit any legitimate transaction. If it 
is proper to insist on the prevalence of avarice and greed, it is 
not less important to observe that men called these vices by their 
proper names and had not learned to persuade themselves that 
they were virtues. Nor is it, perhaps, as clear today as it seemed 
a century ago that it has been an unmixed gain to substitute the 
criterion of economic expediency, so easily interpreted in terms of 
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quantity and mass, for the conception of a rule of life superior 
to individual desire and temporary exigencies, which was what 
the medieval theorist meant by “natural law.” 

When all is said, the fact remains that, on the small scale 
involved, the problem of moralizing economic life was faced and 
not abandoned. The experiment may have been impracticable. 
But it had in it something of the heroic, and the twentieth 
century is not in a position to treat it with contempt. The 
best proof of the appeal which the attempt to subordinate eco- 
nomic interest to religion had made is the persistence of the same 
attempt among reformers to whom the pope was anti-Christ 
and the Canon Law an abomination, and the horror of decent 
men when, in the sixteenth century, its breakdown became too 


obvious to be contested. 
R. H. TAwNEY 


LonpoN, ENGLAND 


[To be continued] 








TAXATION AND CHANGES IN PRICE LEVELS 


Changing price levels give rise to important theoretical and 
practical problems of taxation which have received no systematic 
treatment and only occasional mention in the economic litera- 
ture on taxation and on price levels. The adequate theoretical 
presentation of the case for or against a particular tax often 
demands consideration of the special conditions resulting from 
the upward or downward swing of the general price level. Tax 
laws are almost invariably written in pecuniary terms. They 
may not operate in the manner intended by the legislators or 
they may even operate in a manner directly contrary to that 
anticipated by the legislators and productive of gross inequalities 
if provision is not made therein for changes in the value of the 
monetary unit. The relation of taxation to price levels is a 
problem of sufficient importance to merit a greater measure of 
attention from students of government finance than has been 
vouchsafed to it in the past. This article is an attempt to open 
up the subject in the hope that it will lead to further discussion 
of the general problem and its detailed manifestations. 





INCOME TAXES 


To take up first the bearing of fluctuating prices on income 
taxation, a careful reading of a number of current income-tax 
laws has not disclosed to the writer a single important instance of 
deliberate provision for adjustment to changing price levels. 
In a few instances, isolated provisions in these acts permit of 
some degree of adjustment, but this effect appears to be a happy 
coincidence not anticipated by the drafters of the acts. 

¥  Exemptions.—First, and most obviously, the specific amounts 
granted as exemptions to small incomes and for dependents 
have no rational basis unless they take into account the purchas- 
ing power of monetary incomes. The degree of adequacy for 
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its intended purposes of a given exemption will vary inversely 
with fluctuations in the general price level. 

Progression.—If the rates of an income tax are progressive 
the severity of the tax will increase as prices rise and will decrease 
as prices fall, even though the statutory rates remain unaltered, 
provided that monetary incomes in general vary in some degree 
of conformity with variations in the purchasing power of ine 
monetary unit. The table presented below gives in Column I 
the schedule of rates of a hypothetical progressive tax, and in 
Columns II and III a series of incomes in the years 1915 and 
1920, respectively, and the taxes payable thereon, constructed 
on the assumptions that between 1915 and 1920 there was a 
100 per cent rise in the general price level and that monetary 
incomes were exactly adjusted to this rise in prices, so that real 
income for all individuals remained unchanged. 
































I {I Il 
Per- Per- 
Total Total 

ax Rates on centage centage 
Amount of Income nome Tax of Total aaa, Tax of Total 
915 Income 9 Income 

Not exceeding $1,000—exempt || A. $ 5,000 | $ 200 4.0 A. $10,000 |$ 450 438 
$ 1,001-$ 10,000— 5 per cent B. 10,000 450 4-5 B. 20,000 1,450 7.25 

$10,001-$ 20,000—10 per cent || C. 20,000 1,450 7.25 || C. 40,000 5,450 14.9 
$20,001-$ 50,000—20 per cent || D. 50,000 7,450 14.9 D. 100,000 | 27,450 27|.45 
ee ame. | RES, LOT, Cs Re Ot ErS rye 











The table demonstrates clearly enough that a rise in the price 
level increases the severity of a progressive scale of rates, even 
though the statutory rates are not increased. It can readily 
be demonstrated by arithmetical illustrations that, with a given 
progressive series of rates, the degree of increase in the severity 
of the rates will vary directly (although not necessarily in exact 
proportion) with the degree of rise in the price level, and that, 
with a given percentage of rise in the price level, the degree of 
increase in the severity of the rates will vary directly (although 
not necessarily in exact proportion) with the rate of progression 
in the tax law. In other words, the extent to which an increase 
in prices will increase the severity of progressive taxation depends 
upon both the percentage of increase in the price level and the 
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rate of progression in the tax law. The greater the rise in prices 
and the greater the steepness in progression, the greater will 
be the increase in the severity of the tax. The reverse proposi- 
tions also hold true: a fall in the general price level accompanied 
by a corresponding fall in money incomes will result in a decrease 
in the severity of a given progressive schedule of rates; the 
steeper the rate of progression in the tax and the greater the fall 
in prices, the greater will be the decrease in the severity of the 
tax. It follows that, assuming the national real income and its 
distribution to remain the same, the maintenance of a given 
progressive scale of rates in a general income tax during a period 
of rising prices will bring into the state treasury an increase in 
money revenue more than proportionate to the increase in the 
price level, and during a period of falling prices will result in a 
decrease in the money revenue more than proportionate to the 
fall in the price level. As a period of rising prices is probably 
also generally a period of increasing real income, and a period 
of falling prices a period of decreasing real income, the variations 
in the monetary revenue yield of a progressive income tax 
resulting from changing price levels will be still further accentu- 
ated. 

A proportional income tax, on the other hand, aside from any 
exemption provisions it may contain, will not vary in its severity 
with changes in the price level to which money incomes adjust 
themselves, and the money revenue which it yields to the 
government will vary in exact proportion to the variations in 
the purchasing power of the monetary unit. This irregular and 
arbitrary variation in the severity and the productiveness of 
progressive income taxation during a period of changing price 
levels—from which proportional taxation is exempt—must be 
regarded either as a hitherto unnoticed objection to the pro- 
gressive principle or as an argument for the frequent adjustment 
of the schedule of rates to allow for changes in the value of the 
monetary unit. Even if the latter alternative be chosen, it 
still remains true that such adjustment would be difficult to 
establish in practice, whether by statute or by administrative rule, 
and that it is not needed in connection with proportional taxation. 
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Capital gains.—One of the difficult problems in connection 
with income taxation is the propriety of including capital gains 
in taxable income. In general, writers on this topic definitely 
take either one position or the other, although logically the 
problem bristles with difficulties which should restrain the 
attempt to find in theory a categorical answer. Where the 
capital gain arises from the appreciation in value, as compared 
with the original cost, of an income-yielding asset, it can reason- 
ably be argued in opposition to its taxation that such gain is 
the result of the capitalization of future income which will in 
due time pay its full measure of taxation. This argument does 
not hold, however, for those gains which are not reinvested by 
the recipients, but are used as current income. In such cases, 
failure to tax such gains either when they accrue or when they 
are realized results in the total escape from taxation of genuine 
income with full tax-paying ability. Since the income tax is 
assumed to be a general tax, it cannot be objected that the taxes 
on the future income yield of the sold capital asset were dis- 
counted in the sale price. There will normally be no shifting 
of a uniform tax upon all kinds of income. If there is a proba- 
bility of lower tax rates in the future and if consideration is given 
to the difficulty of tracing the use to which the recipient of a 
capital gain puts the proceeds, there is ample justification for 
a compromise, such as is attempted in the American Revenue 
Act of 1921, between the full taxation of realized capital gains 
(as in the American Revenue Act of 1919) and the total exemp- 
tion from taxation (as in the British income tax) by taxing 
capital gains more moderately than income in general." 

An additional reason for the more moderate taxation of 
capital gains is that apparent capital gains may merely represent 


* The United States Revenue Act of 1921 provides that at the election of the 
taxpayer realized capital gains may be taxed separately from ordinary income 
at a rate of 12} per cent. There is no justification in principle for restricting 
the relief from full taxation of capital gains to those whose taxable incomes are 
otherwise large enough to make them subject to rates higher than x24 per cent. 
A more equitable method of granting relief would have been to permit a deduction 
for capital gains of a stated percentage, say 50 per cent, of the amount of tax to 
which they would have been subject in the absence of the relief provision. This 
principle holds, even though the object of the relief provision was not to afford a 
closer approximation of equity, but was to facilitate property deals. 
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the reappraisal of a capital asset in terms of a dollar of less 
purchasing power. No acceptable concept of income will 
include as income the rise in monetary value of a capital asset 
which represents merely the fall in the value of the monetary 
unit and is not indicative of increased purchasing power in 
general.‘ During a period of rising prices, a lower rate on 
capital gains than on ordinary income can be justified, therefore, 
as a rough attempt to offset the taxation of fictitious gains 
resulting from the fall in the value of the monetary unit. This 
conclusion remains valid even though it be admitted that, 
given a constant current interest rate, there will probably be a 
tendency of variations in the value of income-yielding capital 
assets to lag behind variations in their monetary yield. The 
owners or buyers of capital assets probably do not at once fully 
capitalize an increase or a decrease in monetary income, partly 
because of inertia, and partly on the logical ground that a rise 
or a fall in yield may prove to be of short duration. Another 
justification for the taxation of capital gains at specially low rates 
is suggested by the point made by Professor Powell, that, as 
capital gains are taxed only when realized, under progressive 
taxation a ten years’ accumulated gain realized in one year will 
be subject to a greater tax than the same gain realized evenly 
year by year.” 

During a period of falling prices, on the other hand, there 
may be a genuine capital gain, though the market value of the 
capital asset remains constant or even falls. In a period of rapid 


* “A man who sold an asset in 1920 which he had purchased in 1914, making 
an apparent profit of 100 per cent and receiving his pay in fifty-cent dollars is, 
under our statute, subject to tax on his gain, although that gain is only apparent 
and not real. Moreover, the situation is particularly unjust under our present 
system. If complete periodical revaluations were used in determining income 
there would still be relative equality as between different taxpayers. But as the 
situation now stands, the transactions are closed in a haphazard and uneven 
fashion. A man who happens to sell out at the peak of the price curves is taxed 
very unequally as compared with the man who continues his transaction until a 
period of lower price levels.”—R. M. Haig, “The Concept of Income,” in The 
Federal Income Tax (‘Columbia University Lectures,” 1921), p. 17. 


* Thomas Reed Powell, “Constitutional Aspects of Federal Income Taxation,” 
in The Federal Income Tax (‘Columbia University Lectures,” 1921), p. 83. 
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deflation of a depreciated currency, a considerable measure of 
such capital gains may well be concealed by the general down- 
ward trend of prices. 

Inventories —In the taxation of business incomes, taxable 
income is generally measured by the increase in net worth 
between the beginning and the end of the fiscal period plus any 
intermediate distribution of earnings. Accounting practice 
generally demands that net worth be estimated on the basis of 
the cost price minus depreciation of fixed assets; the cost or 
market value, whichever is lower, of inventories; and the book 
value of other assets, adjusted, generally, by reserves for possible 
losses. During.a period of rapidly rising prices, market values 
of inventory will generally exceed cost values, but if the ‘‘cost 
or market, whichever is lower” basis is used for valuing inven- 
tories, the rise in the market values of inventory will not affect 
the income as shown by the accounting records until the profit 
is actually realized through sale at the higher prices. The 
accountant’s case for this method of valuing inventory rests 
mainly on the argument that the acknowledgment of losses as 
soon as they become prospective, and the admission of gains 
only when they are actually realized, promotes conservative 
business practice. 

There are four possible basic methods of valuing inventories: 
at cost; at market; at cost or market, whichever is lower; 
or at cost or market, whichever is higher. Of these, the last- 
named is rarely, if ever, employed. It is sometimes heid that 
for purposes of taxation it does not matter which method is 
used, since any loss or gain in market value not reflected in the 
inventory or any loss or gain in inventory valuation not reflected 
in market value will ultimately be offset by gains or losses 
shown by sales." 

™Cf. U.S. Revenue Act of 1916, Form 1031. ‘‘In case the annual gain or loss 
is determined by inventory, merchandise must be inventoried at the cost price, as 
any loss in saleable value will ultimately be reflected in the sales during the year 
when the goods are disposed of.” Cf. also, A. A. Ballantine, “Inventories” in 
The Federal Income Tax (“Columbia University Lectures,” 1921), p. 172: “The 
effect of admitting inventory losses, even wrongly, is merely to postpone profits 


from one year to another, while the effect of failure to admit them is to treat as 
income that which is really capital.” 
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Under ordinary circumstances, however, and especially 
during a period of changing price levels, it does make a difference 
for taxation, even in the long run, whether one method or another 
of inventory valuation is used. To illustrate the significance of 
choice of method of taking inventories during a period of changing 
price levels, the following hypothetical cases are presented. 
Case A applies to conditions of rising prices followed by falling 
prices; Case B applies to conditions of failing prices followed by 
rising prices. 

CASE A 


Inventory of Stock Purchased in 1920, as of Sale Price in 1921, after Deduction of Selling 
December 31, 1920 Expenses, etc. 


Cost, $100,000 Market, $150,000 $100,000 


In Case A, if inventory were taken in 1920 at market value, 
or at cost or market, whichever was higher, there would have 
been admitted as income in 1920 a gain of $50,000, and there 
would have been deductible in 1921 a loss of $50,000. If the 
tax was proportional, if the rate was the same for both years, 
and if there was for the entire business in both years a net 
taxable income, then, and only then, would these two items 
offset each other for purposes of taxation. If there was a net 
loss for the entire business in 1921, there would be no opportunity 
in that year for the deduction of the tax paid in 1920 on what 
later proved to have been a fictitious gain.t If the tax was 
progressive, and if total net income in 1921 before deduction of 
the loss was not in the same taxable grade as total net income in 
1920 after inclusion of the inventory gain, the deduction of the 
$50,000 loss in 1921 would either more than offset or would less 
than offset for taxation purposes the addition of $50,000 gain in 
1920. In any case, the Treasury would have had the use for 
one year of the tax on the $50,000 temporary inventory gain. 
Valuation of inventory for taxation on the basis of market, or 
of cost or market, whichever is higher, tends to hasten the liability 
to taxation on gains during rising prices. If, as in the case given, 

? The provision in the Revenue Act of 1921 (Sec. 204) which permits deduction 


of net loss in one year from net income of the next succeeding two years meets 
this problem in part, but only in part. 
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a rise in prices in one year is offset by a corresponding (fall in 
the next year, valuation on the basis of market or of cost or 
market, whichever is higher, tends also to increase the total 
amount of tax paid in the two years, since taxable income is 
probably greater in the year of high prices. If the rise in prices 
continues, inventory valuation according to either of these two 
methods tends to advance the liability to pay taxes, ,»ut under 
progressive taxation it probably operates to lessen the total 
amount of tax paid over a period of years, for rising prices 
generally bring increasing monetary incomes. When incomes 
are rising and taxation is progressive, the sooner the tax is paid 
on any particular item of gain, the lower will be the tax rate 
thereon. During a period of rising prices or rising tax rates, 
or both combined, these methods of inveutory valuation would 
tend over a number of years to reduce the tax yield to the 
government. 

In Case A, if cost, or cost or market, whichever was lower, 
was used as the basis of valuing inventory, there would be no 
taxable gain in 1920, and no loss in 1921. If prices continued to 
rise in 1921, however, either of these methods of valuing inven- 
tory would postpone taxation until the gain was actually realized. 
During a period of rising prices, if the tax was progressive, and 
still more if the tax rates were increasing, these methods of 
inventory valuation, by postponing liability to taxation to the 
years in which the rates were higher, and the net incomes 
greater, would tend to increase the tax yield to the government. 


CASE B 
Inventory of Stock Purchased in 1920, as of Sale Price in 1921, after Deduction of Selling 
December 31, 1920 Expenses, etc. 
Cost, $100,000 Market, $50,000 $100,000 


In Case B, if inventory were taken in 1920 at cost, or at cost 
or market, whichever was higher, no loss would be deductible 
in 1920, and there would be no taxable gain in 1921. If inven- 
tory were taken at market, or at cost or market, whichever was 
lower, a loss of $50,000 would be deductible in 1920, and there 
would be a taxable gain of $50,00c in 1921. As has been suffi- 
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ciently demonstrated in connection with Case A, it would be 
highly improbable that for taxation purposes the loss in one year 
would be exactly offset by the equivalent gain in another year. 
If prices, instead of recovering in 1921, continued to fall, business 
incomes probably would fall also. Inventory valuation on the 
basis of market, or cost or market, whichever was lower, would 
tend to hasten the admission of losses. It would thus permit 
the appropriate tax deductions to be made in the years of higher 
incomes, and, therefore, of higher taxation. 

The British income tax, in general, permits inventory 
valuations to be made only on the basis of cost or market, 
whichever is lower.‘ American federal income taxation started 
out with an attempt to determine income without reference to 
inventories, proceeded to the cost basis, and finally, when 
lower price levels were threatened, permitted, in the interest of 
the taxpayers, the use of the cost or market, whichever is lower, 
basis. As has already been pointed out, this basis of inventory 
valuation under progressive taxation tends to reduce the revenue 
yield during a period of falling prices, and this tendency is 
further accentuated if the period of falling prices is also marked 
by reductions in the statutory tax rates. This tendency, it 
should be noted, is independent of and additional to the similar 
tendency resulting from the decline in money incomes. On 
logical grounds this method of inventory valuation is open to 
criticism from the treasury point of view, inasmuch as under it 
inventory gains are reportable only when realized, whereas 
inventory losses are deductible as soon as they are reasonably 
certain to accrue. It is not practicable, however, to treat losses 
in any other manner. Many types of losses cannot be definitely 
proved to be such until long after they are written off the books, 
and this applies to inventory losses where the sale of the depreci- 
ated goods is indefinitely postponed in the absence of a market, 
or in the hope of a return of better times. 

Depreciation.—A depreciation reserve which conforms to the 
standard accounting practice of distributing the original cost of 


*R. M. Haig, “The Taxation of Excess Profits in Great Britain,” American 
Economic Review Supplement, Vol. X, No. 4 (December, 1920), p. 45. 
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the property minus the ultimate salvage value over the useful @¢tece{y , 
life of the property will not be sufficient during a period of rising 

prices to provide for physical replacement unless replacement ~ 
costs lag behind the upward trend of prices. Where acco::nt- 

ing practice fails also to sanction the periodic re-appraisal of 
fixed assets during a period of rising prices so as to take account of 
appreciation, the maintenance of a depreciation reserve inade- 
quate to take care of physical replacement, together with the 
failure to write up capital investment, will tend to give an exag- 
gerated appearance of prosperity to the concern and will act as a 
stimulus either to increased distribution of earnings or to over- 
expansion of plant facilities. 











1915 1920 
eee es eeeeees $100,000 $100,000 
Net income before depreciation. . . . 15,000 30,000 
Depreciation allowance........... 5,000 5,000 
Net income after depreciation. .... 10,000 25,000 











In the foregoing illustration it is assumed that prices rose by 
100 per cent between 1915 and 1920, that the fixed assets of the 
corporation remained unchanged physically except for full 
replacement of worn-out plant, and that whereas $5,000 was 
sufficient to provide for such physical replacement in 1o915, 
$10,000 would be necessary in 1920. On the usual accounting 
basis the data in this illustration wou'd indicate that the firm 
could distribute $25,000 as dividends in 1920 without encroach- 
ment on capital, as compared with $10,000 in 1915. In any 
case, under the usual income-tax law, the taxable income of the 
corporation would have to be reported as $25,000. After 
physical replacement, however, the money income in 1920 would 
be only $20,000, and in terms of real income there would have 
been no change from 1915. A fictitious profit to the amount of 
$5,000 would be taxed as income to the corporation and, if 
$25,000 was distributed as dividends, a distribution of capital 
assets to the amount of $5,000 would be taxed as income to the 
shareholder. There would be no offset when there was actual 
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need of physical replacement at a money cost greater than the 
original cost and greater, therefore, than could be met from the 
depreciation reserve, since income-tax laws under such circum- 
stances forbid a readjustment for taxation of earlier depreciation 
allowances proved in course of time to have been inadequate to 
provide for physical replacement. Such is specifically the case 
in the American federal income tax, where the Treasury regula- 
tions permit only of such deductions for depreciation as will 
suffice, with the salvage value, to provide at the end of the 
“‘useful life” of the property its original money cost and not its 
replacement cost." 

During a period of falling prices, if the cost of replacement of 
worn-out capital goods declines with the general price level, a 
depreciation allowance on the standard original-cost basis will 
enable the taxpayer to deduct each year from taxable income an 
amount greater than is necessary to replace his original physical 
investment. If the monetary income of the concern prior to 
depreciation falls part passu with the fall in the general price level, 
the net monetary income after allowance for depreciation will 
fall more than proportionately with the fall in the price level, 
and the burden of taxation upon the concern will be lower, 
even under proportional taxation, in terms of purchasing power, 
although its real income remains the same. Allowance for 
depreciation on the original-cost basis tends, therefore, to increase 
the real burden of taxation during a period of rising prices and 
to decrease it during a period of falling prices. 


WAR-PROFITS AND EXCESS-PROFITS TAXES 


Somewhat similar problems arise in connection with war- 
profits or excess-profits taxes, which use either pre-war income 
or invested capital as the basis for calculating taxable profits. In 
the case of the use of pre-war income as a basis for measurement 
of war-time excess income for purposes of war-profits taxation, 
if prices from the pre-war year to the given tax year in general 
rise by 100 per cent, the monetary income of a business represent- 
ing the same physical investment as before the war should also 
™ U.S. Treasury Department, Income Tax Regulations 62, 1922 ed., Art. 161. 
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increase by 100 per cent if the business is merely holding its own. 
Nevertheless, the British excess-profits tax and the American 
war-profits tax of March, 1917, both of which used pre-war 
profits as a basis of measurement, treated increases in monetary 
income resulting merely from the general rise in prices, and in 
many cases not fully compensating for the fall in the purchasing 
power of the monetary unit, as excess profits properly subject to 
special taxation over and above the general scheme of income 
taxation. An appearance of justice was given to such taxation 
by the accepted accounting practice of making no allowance for 
appreciation of capital assets and by the common impression 
that any war-time departure from this practice had for its only 
purpose the illegitimate evasion of legitimate taxation. 

In the present American excess-profits tax, which bases the 
rates of the tax primarily on the percentage of earnings to 
invested capital, the various items included in invested capital 
must be valued at their cash value at the time at which they 
were acquired. Their valuation ‘‘is not to be based upon the 
present net worth of the assets, as shown by an appraisal or in 
any other manner.”* If, between the time of acquisition by a 
firm of its capital assets and the year of taxation, prices in general 
have risen, and if the monetary earnings of the firm have kept 
pace with the rise in prices, these earnings will be a correspond- 
ingly increased percentage of invested capital at its original cash 
value, but they will not necessarily show any change in their 
percentage to actual net worth on a market basis. In other 
words, the law, in its assumption that the monetary unit has 
an unchanging significance for taxation and in its refusal to 
admit appreciation of capital assets for purposes of income or 
profits taxation, decrees a basis for measurement of percentage of 
profits to invested capital which, during a period of rising prices, 
exaggerates the true proportion which the former bears to the 
latter. On the other hand, during a period of falling prices the 
failure to require writing down of capital assets for purposes of 
taxation to adjust them to the increased value of the monetary 
unit operates to minimize the proportion which profits bear to the 
* Ibid., Art. 831. 
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net worth of the invested capital, and thus to lessen the burden of 
the tax. Where the tax system includes both taxes on capital 
gains and excess-profits taxes, the taxation of capital gains upon 
an accrual instead of upon a realization basis would have the 
double merit that it would prevent the lumping of accumulated 
capital gains in a single year, and that by sanctioning the 
periodic reappraisal of capital assets it would offset, in part at 
least, the exaggeration of the ratio of earnings to invested 
capital during a period of rising prices. 


INHERITANCE TAXES 


In connection with inheritance taxes, which normally fall 
upon any particular estate or succession only at long intervals, if 
prices are changing and if the tax rates are progressive, the 
proportion of the estate going to the state will be different in one 
year from what it would have been in the next or the preceding 
year, even though the statutory rates remain the same. During 
a period of rising prices the state will be taking an increasing 
proportion of the estates, and the proportion going to the state 
will fall with a fall in the general price level. As in the case of 
progressive income taxation, the revenue productiveness of a 
progressive inheritance tax will vary with, but more sharply 
than, the variations in the general price level, and the steeper 
the progression the greater will be the accentuation of changes in 
revenue as prices change. A proportional inheritance tax will 
adjust itself closely, except in so far as exemptions are concerned, 
in its revenue yield and in its real burden on the beneficiaries of 
the inheritance, to the changes in the price level. If there is a 
residuary legatee, and if the tax law or the will provides that the 
tax shall be paid either out of the estate before distribution or 
by the residuary legatee, a rise in prices which is reflected in 
the money value of the estate will proportionately increase the 
absolute amount of tax on the residuary legatee, if the tax is 
proportional and will more than proportionately increase the 
absolute amount of tax/if it is progressive. On the other hand, if 
the will was made at a much earlier period and if the shares were 
defined in absolute and not in percentage terms, the rise in prices, 























TAXATION AND CHANGES IN PRICE LEVELS 5°7 


as reflected in the value of the estate, will also increase the relative 
share of the residuary legatee in the estate. 


PROPERTY TAXES 

The operation of proportional property taxes should not be 
disturbed by changes in price levels if the taxes are levied on 
the basis of annual and not of(Capital values. Other things 
being equal, the annual value of property should correspond in 
its fluctuations with the changes in prices in general. Where, 
as in the United States, the capital value of property is the base 
for taxation, the effects of changing price levels on the severity 
of the tax and on its productiveness of revenue may be somewhat 
different. Aside from the fact that the change in values will 
probably be reflected in changing assessments only after some 
delay, the capital value of property will vary in exact proportion 
with the variation in its income yield and therefore, by assump- 
tion, with the changes in general price levels, only if capitalization 
of income yield is solely on the basis of current annual yield. 
As this is not the case, and as capital values probably lag con- 
siderably behind both upward and downward changes in income 
yields and in general price levels, the taxation of property on 
its capital value at a constant proportional rate during a period 
of changing prices should generally result in the proportion of 
the tax to the income from the property diminishing during a 
period of rising prices and rising during a period of falling prices. 
It should generally result, likewise, in a less than proportionate 
increase in the revenue to the government from the taxation of 
property at a constant percentage during a period of rising prices 
and in a less than proportionate decrease during a period of 
falling prices, as compared (in each case with the variation in 
the general price level. 

CAPITAL LEVIES 


So-called “capital levies” have been the subject of con- 
siderable discussion in Europe as means of reducing the burden of 
war indebtedness, and in a number of instances have been enacted 
into law. The proposals take two main forms: first, that a 
special non-recurrent tax be put upon new capital values created 
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during the war period; and second, that such a tax be put upon 
the entire body of capital in the country. 

The first form, that of a special tax on the war-time increase 
of wealth, is very much like the ordinary tax on capital gains, 
such as, for instance, under the American income-tax laws. 
It differs, however, from the latter in two respects. It is levied 
upon an appraisal basis as of a specified date, regardless of 
whether the capital gain had been, or could be, realized through 
sale, and it is a non-recurrent tax, assessed once for all in a speci- 
fied year, although it may be payable in instalments over a series 
of years. The bearing of price levels on such a tax is covered by 
the discussion of a general tax on capital gains. The only addi- 
tional consideration which its special features suggest is that the 
presumptive severity of its rates and its restriction to a single 
year make all-important the status of the price level in that 
year. A capital levy of this sort with a given progressive 
schedule of rates would impose a burden of very different 
magnitude if it were levied on the basis of the increase in capital 
values from 1913 to 1919 as compared, say, with the increase 
from 1913 to 1922. On the other hand, since the tax is non- 
recurrent, any allowance made by the legislators for the influence 
of changing prices on capital values need also be made only 
once. Such allowance, logically, could take either of the 
following forms: (a) a deduction from the money values of the 
post-war capital corresponding to the decline from the pre-war 
period in the value of the monetary unit; (5) recognition, in 
the form of a lower schedule of rates than would otherwise be 
imposed, of the fact that some of the war-time increase in capital 
values was more apparent than real." 

The second form which proposals for a capital levy take, 
namely, that of a tax on the whole body of capital in the country, 


* A progressive tax on the war-time increase of wealth was imposed in Italy 
in 1919-20. The British Board of Inland Revenue in 1920 vouched for the practi- 
cability of such a tax, and declared that the change in the value of the pound 
afforded ‘‘no justification for a general allowance in determining the amount of 
wealth subject to the proposed duty.” (‘Increase of Wealth [War]” [Cmd. 594] 
as reported in Economic Journal, June, 1920, p. 260.) The report is not available, 
and the grounds for this position are not known to the writer, but if in drawing up 
the schedule of rates the legislators bore in mind the influence on capital values of a 
fall in the value of the monetary unit, as is pointed out in the text no formal 
allowance would be necessary. 
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closely resembles a general property tax, except that the former 
is non-recurrent, and, in the usual proposals, is to be levied at 
severe and progressive rates. This form avoids the difficulty 
of a double appraisal, pre-war and post-war, of capital values. 
It does not give rise, therefore, to the problem of adjustment to 
changes in price levels. If it be objected that in the assessment 
year the capital values are inflated, and that these values will 
later fall, there is the obvious rejoinder, if the tax is payable in 
the year of assessment or shortly thereafter, that it will be paid 
in correspondingly depreciated money. If the tax is a severe 
one, however, payment in a single year would be a serious 
hardship to many taxpayers. The same difficulty is present in 
connection with levies on war-time increases of wealth. To 
meet this problem, the advocates of such taxes often concede 
that the taxpayer should be granted the privilege of paying on the 
instalment plan over a series of years, but with interest added." 
When the capital levy is payable in instalments, a rise in 
the value of the monetary unit, such as is to be expected in the 
post-war period, will force the taxpayer to pay the tax in more 
valuable money than that in terms of which his capital was 
assessed. The law may permit compounding of the payments 
in the first year—the Italian laws do. This does not, however, 
fully meet the problem. Some types of wealth have a ready 
market and are easily divisible, so that their owners can dispose 
of enough of their holdings to pay the full tax at once. Other 


*The German Capital Levy Tax of December 31, 1919 (Reichsnotopfer) 
provides for the taxation, with minor exceptions, of all wealth on the basis of the 
assessed valuation as of December 31, 1919, at steeply progressive rates. There 
is no general privilege of postponement of payment, but in cases where serious 
hardship would result from the demand for full immediate payment, the tax 
administrators are permitted at their discretion to grant postponement. (Cf. 
Quarterly Journal of Economics, XXXIV (1920), 545 ff.) The Italian tax on 
the war-time increase in wealth permits of payment in instalments spread over 
twenty years. The Italian law, in addition, imposes a tax of the second type, 
namely, a general tax on wealth, also levied at progressive rates, and payable in 
instalments spread over thirty years. This tax provides, however, for revaluation 
of wealth at stated intervals during this thirty-year period, so that except for the 
fact that the reassessments are not annual, that the rates are progressive, and that 
there is a presumption, if not a pledge, that the rates will not be changed, it very 
closely resembles in its general features the American general property tax. (Cf. 
Economic Journal, XXIX (1920), 296 ff.) 
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types of property, however, can be sold only with difficulty and 
at a great sacrifice, so that to their owners such recourse is 
scarcely open. This is particularly true of peasant proprietors, 
who cannot easily divide up their small estates, and who are 
extremely reluctant to dispose of them altogether, because 
they thus separate themselves from their only certain means of 
livelihood." 

In the Italian law, which permits the payment of both types 
of capital levy in instalments spread over a long period, the 
problem is partially met for the general tax on wealth by a 
provision for the periodic revaluation of the wealth. This, 
however, raises another problem in its turn. Since the tax is 
progressive, and there is at least an implied pledge that the 
rates will not be changed, the severity of the tax and its pro- 
ductiveness to the government will diminish with each successive 
valuation, if the value of the lira rises. As the estates shrink 
in value in terms of lire, they will fall more and more below the 
grades subject to the high rates. 


LAND-VALUE TAXES 


Changing price levels have an important bearing a'so on the 
single-tax program for the special taxation of land values. The 
single-taxer rarely makes proper allowance for the influence of 
rising prices on the value of improvements as well as on mone- 
tary land values. He consequently almost always under- 
estimates the proportion of the total land value at the end of a 
period of rising prices—and therefore also of the annual land 
value—which is properly attributable to the improvements. 
If unimproved value of the land is measured by the total value 
minus the original cost of the improvements, all of the increase 
in the monetary value of the land which is due to rising prices 
is attributed to the unimproved part of the land. This can be 
justified only on the theory that improvements on—or in—the 
land are exempt, or for purposes of taxation should be assumed 
to be exempt, from the price tendencies affecting all other 


t This is, in essence, the basis of a criticism of the Italian laws made by C. 
Gini, ‘A Levy on Capital: the Italian Law,” Economic Journal, XXITX (1920), 
296 ff. 
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commodities. Granting the logic of the single-tax argument 
for the appropriation by the state of all the economic rent, for 
improved land the determination of economic rent should be 
based on a formula which takes cognizance of the effect of chan- 
ging price levels on the monetary values of both site and the 
improvements thereon. 

Similar problems arise in connection with the taxation of 
the future increment of land values. All such taxes, actual and 
proposed, define the taxable increment for a given piece of land 
as the increase in its price between some base-date and some 
future “occasion” for taxation. Many of the laws make no 
allowance for the influence on land prices of changing price 
levels. A rise in the price of land will not indicate “unearned 
increment”’ of the sort which such taxes are intended to reach 
if such rise is not in excess of the rise in the general price-level. 
Moreover during a period of falling prices there may be genuine 
unearned increment even though the price of the land falls, 
provided its fall is less than proportionate to the general decline 
in prices. A law taxing unearned increment of land values on 
the basis of comparisons with the prices of a basic date, even 
though the tax is only a fractional one, may take from the land- 
lord much more than the total real increment during a period of 
rapidly rising prices and, even though the rate of the tax is a full 
100 per cent, may permit unearned increment wholly to escape 
taxation during a period of falling prices. The imperial German 
increment value tax of 1911 permitted an addition of from 
to 2} per cent per annum to be made to the purchase price of 
land from which increment is calculated to compensate the 
landowners for, among other things, a risé of value which may 
be in part due to a decrease in the purchasing power of money.* 


1 |. . This whole provision is designed to meet objections urged against 
the strong retroactive feature of the law. During a period ranging from twenty- 
six up to a maximum of forty years the monetary standard of value can decline 
very materially in purchasing power. Relative to a higher general range of prices 
a large apparent increase in land values may be real only in part or even totally 
deceptive... .. Hence the allowance of a small steady annual rate of interest 
upon purchase price and improvement costs.”—R. C. Brooks, ‘The German 
Imperial Tax on the Unearned Increment,” Quarterly Journal of Economics, 
XXV (August, 1911), 694-95. 
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This arbitrary allowance is not a very scientific adjustment of 
taxation to the problem here under discussion, but it is at least 
an attempt in that direction. There is no provision of the law, 
however, which meets the problem of increments of value being 
concealed by a rise in the purchasing power of the mark." It 
would be interesting to know whether this law has survived, 
without amendment to permit of fuller adjustment to changing 
price levels, the post-war period of depreciation in the value 
of the mark. The lack in this German tax of more elaborate 
provision for adjustment to changing price levels is made more 
serious by the fact that its rates are progressive, increasing with 
the increase of the percentage of increment to purchase price, and 
that the effects of changing price levels on the severity and the 
productiveness of the tax are thus accentuated. 

The need which has been pointed out, in connection with 
taxes on land values, for caution lest there be attributed solely 
to the “economic” land an increase in value really due in part 
to the rise in the monetary value of the improvements applies 
also to the increment taxes which differentiate between economic 
land value and the value of improvements and aim to tax only 
the increase in the former. The New Zealand authorities 
appear to have worked out most carefully, in connection with 
the New Zealand tax of this character, rules for the separate 
assessment of land value and improvement value, respectively, 
but their rules require that the improvements be valued at cost 
or market, whichever is lower.? In thus attributing all of the 
rise in the value of improved land to the bare land, the law 
intensifies the effect of the basic error of accepting as taxable 
value increment an increase in the price of land which is due to 
the fall in the value of the monetary unit. 


t This is pointed out by Brooks, ibid. 


2“‘The amount at which improvements are to be valued is defined by the 
Act as the sum by which they increase the selling value of the land, provided that 
the value must not exceed the cost, although it may be below the cost if their condition 
warrants it.”—A. C. Pigou, Economics of Welfare (London, 1920), p. 611. (Italics 
his.) 
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IMPORT DUTIES 

It is only in connection with import duties that taxing 
authorities and writers on taxation have given much attention 
to the problems arising out of changes in price levels. Even 
here, however, the display of interest has been due more to the 
obvious influence exerted by changing prices on the manner in 
which import duties achieve their non-fiscal purposes than to 
their effects on the taxpayer or on the Treasury. Interest has 
centered particularly about the different manner of operation 
under changing prices of specific and ad valorem duties. As 
Gregory points out, ‘Specific duties do not respond, as ad 
valorem duties do, to changes in the price level. Whether prices 
rise or fall 20 per cent, the ratio of the duty to the price remains 
the same with ad valorem duties, but changes in the specific 
duties inversely to the price movement.’* Gregory states that 


it is arguable that the specific duty yields a better result, because 
the ad valorem duty, which fluctuates in its absolute amount 
with fluctuations in the price of the imported commodity, 
increases the burden of the duty on the importer when the 
price burden has increased and decreases the duty burden when 


the price burden hasdecreased. But Gregory’s entire discussion 
rests on the implied assumption that only the price of a particular 
commodity is changing, ali other prices and all money incomes 
remaining the same, and he gives no consideration to the broader 
problem of the method of operation of specific and of ad valorem 
duties when ali prices are changing. During changes in the 
general price level, an unaltered schedule of ad valorem duties 
adjusts itself automatically to the change in the price levels so as 
to maintain the same relative degree of severity on the taxpayer 
and to bring into the Treasury the same amount of purchasing 
power. Specific duties, on the other hand, become more severe 
on the taxpayer during a period of falling price levels and less 
severe during a period of rising price levels; their relative 
productiveness during periods of rising and of falling prices, 
respectively, in terms of purchasing power, will be uncertain and 
™T. E. Gregory, Tariffs, A Study in Method (London, 1921), p. 120. 
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will depend on the elasticity of demand for the imported com- 
modities and on the effects on domestic production of the changing 
severity of the rates onimports. During a period of rising prices, 
import duties intended to be protective will be more likely to 
accomplish their purpose of hindering foreign competition if they 
are ad valorem than if they are specific; specific duties will require 
constant revision if they are to exert the same measure of 
protective influence. The French government has endeavored 
to maintain its system of specific import duties through a period 
of rapidly rising prices and, at the same time, to maintain its 
productiveness in terms of purchasing power and its protective 
effect, not by repeated legislative revision of the rates, which 
would have been a source of great inconvenience, but by estab- 
lishing an administrative commission with the power to multiply 
the specific rates in the statutory tariff by “value coefficients” 
corresponding to the changes in price of the particular groups 
of commodities. This is not, at least from the administrative 
side, a virtual substitution of the ad valorem for the specific 
method. The valuation is done only at intermittent intervals, 
and for classes or groups of commodities. Actual imports need 
only to be classified and need not be valued. 

Where tariff rates are a combination of specific and ad 
valorem duties or are otherwise more complex than the simple 
specific or ad valorem duty, the effect of changing price levels 
on their method of operation is also more complex. Only one 
such type of rate will be given here as illustrative of the general 
character of the problems which arise. The classification of 
commodities for purposes of customs taxation at specific rates 
is sometimes made on the basis of their prices. For example, 
in the American tariff, sugar candy and confectionery not specially 
provided for are dutiable, if valued at fifteen cents per pound or 
less, at two cents per pound; if valued at more than fifteen cents 
per pound, at 25 per cent ad valorem.’ If it be assumed that the 
fixing of the dividing line between the two classes at fifteen 
cents per pound was at the time of the enactment of the tariff 
law not wholly arbitrary, but conformed to some logical plan, 


* Tariff Act of October 3, 1913, No. 180. 
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this point becomes too high if prices fall, and too low if prices 


rise." 
EXCISE TAXES 

Excise taxation is affected by changes in price levels in 
fundamentally the same manner as import duties. Because 
the main purpose of excise taxes is a fiscal one, the effect thereon 
of changing prices has not, however, been given the same amount 
of attention. Ad valorem taxes will respond in their revenue 
yield to changes in price levels, and the real burden on the tax- 
payer will not be affected by changes in the prices of the taxed 
commodities which correspond to changes in the general price 
level. Specific taxes, on the other hand, will become more 
severe in their burden as prices fall, and lighter as prices rise. 
The effect of changing prices on the revenue productivity of 
specific taxes will depend on the elasticity of demand for the 
taxed commodities. It being assumed that the price changes in 
the taxed commodities conform exactly, except for the tax element 
in price, to changes in the general level of prices, a rise in prices 
will cause a relative fall in the burden of taxation and will tend, 
therefore, to stimulate consumption of the taxed articles. Con- 
versely a fall in prices will tend to check their consumption. 
The monetary yield of specific excise taxes will tend to vary in 
partial correspondence with changes in the price level, rising 
when prices rise and falling when prices fall, but, in each case, 
unless the demand for the taxed commodities is highly elastic 
and the tax very severe, the variation in monetary yield will 
tend to be less than proportionate to the change in prices. If, 
as is generally the case, the commodities taxed have very inelastic 
demands, the modifications in the severity of specific taxes 
resulting from changes in price levels will have but slight effect 
on the consumption of the taxed commodities and therefore 
on the monetary yield of the taxes. 

Where an attempt is made to introduce progression into ad 
valorem excise taxation by grading the taxed commodities 


‘Unless, of course it is intended to conform with some other part of the tax 
law. The specific duty of two cents on sugar candy under fifteen cents per pound 
may be intended to prevent sugar from entering the United States in the form of 
candy at a lower rate than it would be subject to as sugar. 





516 JACOB VINER 


according to price and imposing higher ad valorem rates on the 
higher-priced grades, falling prices will tend to counteract the 
effect of the grading, and rising prices will tend to accentuate it. 
Where an attempt is made, as in the American excise on tobacco, 
to modify the regressive character of specific excise taxes by 
grading the taxed commodities according to price and imposing 
higher specific duties on the more expensive grades, falling prices 
will likewise tend to counteract the effect of the grading, and 
rising prices to accentuate it. A so-called luxury tax which is 
imposed only on commodities which exceed specified prices will 
be somewhat similarly affected by changes in the price level. 
Rising prices will tend to broaden the incidence of the tax, and 
falling prices to restrict it, for if prices are rising, an increasing 
proportion, and if prices are falling, a decreasing proportion, of 
the range of commodities will be found above the basic prices 
selected as marking the border line between luxury and non- 
luxury, or taxable and non-taxable, commodities. 


THE EFFECTS ON TAXATION OF CHANGES IN INTEREST LEVELS 


In connection with taxes which rest on the assessment of 
capital values, such as property taxes, taxes of capital gains, 
inheritance taxes, and land-value taxes, changing interest levels 
give rise to problems closely resembling those resulting from 
changes in general price levels. Invested capital will tend to 
vary in price in inverse proportion to variations in the current 
rate of interest. A fall in the current rate of interest will result 
in an increase in the value of such property without increasing 
the taxpaying ability, on an income basis, of the owners thereof. 
An increase in the value of property, due to a fall in interest rates, 
will make the owners subject to increased capital gain and general 
property taxation, without increasing the flow of income out of 
which the tax must generally be met. In the same way, the value 
of an estate will be returnable at a higher figure when the interest 
rate is low than when it is high, and the amount of inheritance 
tax payable thereon will vary accordingly, although there will 
not be a corresponding variation in the income which the legatee 
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will derive from the estate. Conversely, a rise in the current 
rate of interest will tend to bring about a fall in the value of 
invested capital, and to reduce the amount of tax payable under 
taxation resting on capital values, although the income yield 
of such capital will not be affected thereby. 

This tendency of capital goods to vary in value in inverse 
proportion to variations in the interest rate is of special signifi- 
cance in connection with the taxation of the increment in land 
values. A fall in the current rate of interest will operate to 
increase the value of land without increasing the ability of the 
landowner to pay taxes from the income derived from the land. 
A subsequent recovery in interest rates will tend to wipe out the 
increase in value of his land, perhaps after a substantial part 
of that increase had already been appropriated by the state. 
On the other hand, a rise in the interest rate will tend to reduce 
the capital value of land, without reducing the annual income 
which its owner derives therefrom. These considerations 
suggest the desirability that attempts to reach unearned incre- 
ment of land be directed rather to taxation of the increase in 
rent yields than of the increase in capital values, but with special 
provision for the taxation of idle land." 


CONCLUSION 


This discussion has, with a few minor exceptions, assumed 
throughout that when the price level changes all prices change 
in the same proportion. If provisions of general application 
were introduced into tax laws in order to permit of adjustment to 
changes in the value of the monetary unit, such provisions would 
undoubtedly meet only partially, if at all, the problems presented 
by individual cases of variation from the general price trend. Tf 
it could be demonstrated with reasonable certainty that there 
are always normal well-defined tendencies for certain sectional 
price levels to move counter to, or only in partial sympathy 
with, the general trend of prices, it might be necessary to take 
account of such tendencies in any attempt to adjust taxation to 
changing prices. 


* Cf. F. W. Taussig, Principles of Economics, II (1912), 103, 4. 
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It may be objected that injustices to taxpayers in the applica- 
tion of tax laws resulting from failure to make proper allowances 
for changes in value of the monetary unit tend, in the long run, 
to be offset by unintended generosity to them when the price 
trend reverses itself. It has been sufficiently demonstrated in 
the foregoing argument, however, that there is in many cases 
no probability that a reversal in the trend of prices will fully 
repay either the Treasury or the taxpayers, as the case may be, 
for the unreasonable losses incurred when prices had been 
moving in the other direction. Moreover, men may die, or 
may go out of business, or the basis for taxation may change, 
before the scales of justice which had been unduly tipped in one 
direction acquire a compensatory bias in the other. Reversals 
in the trend of the price level are not necessarily, or, if only 
substantial price changes are considered, are not even usually, 
matters of a few years. The “long run” may bea very long run, 
too long to permit of substantial compensation being made to 
the same individuals who have suffered an original injustice, 
or of additional demands for taxation being made upon those 
who had in an earlier period unreasonably escaped therefrom. 
In any case, even though this were a decisive objection to any 
plan for adjusting the taxation system to the conditions resulting 
from changing price levels, it would not be an adequate explana- 
tion of the absence of such plans in the past. For to the legis- 
lator, as to the average taxpayer and to the main body of 
accounting practice, a dollar is always a dollar, regardless of its 
purchasing power. There has not been in the past any general 
recognition of the existence of such problems in taxation as 
have been discussed above. 

The writer has concerned himself mainly with an attempt to 
define the problems and has not felt any obligation to devise 
solutions therefor. In the course of the discussion, however, 
some suggestions were made which might, pethaps, be capable 
of practical application. Any comprehensive attempt to prevent 
changes in price levels from affecting the tax system in such a 
manner as to impose illogical and undesirable burdens on either 
the taxpayer or the Treasury must, in its general lines, follow 
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one or another of three possible administrative methods. |) First, 
the rates in the tax law could be periodically revised, so as to 
keep them in proximate adjustment with the trend of price 
levels..)Second, there could be embodied in the texts of the laws 
provisions intended to make automatic allowance for the effects 
both of rising and of falling prices. Such provisions might, 
perhaps, provide for the use of price index numbers in the 
assessment of taxes. ‘Third, a considerable measure of discretion 
could be given to the officials intrusted with the administration 
of the taxes, with power to make proper adjustments, whether 
in defense of the legitimate interests of the Treasury or of the 
taxpayer, for the effects of changing price levels. Decision 
between these alternative methods can well await further 
analysis of the nature of the problem and of the possible devices 
for meeting it. 

Perfect and complete adjustment of taxation to changing 
price levels is, it must be confessed, an unattainable ideal. It 
may even be true that any attempt to bring about even a partial 
though substantial degree of adjustment would meet with 
insuperable administrative difficulties. The task would unques- 
tionably be far from simple.' But new tax proposals have almost 
always to meet the anticipatory objection that they are beyond 
the administrative powers of the government.? Our leading 


*Cf. R. M. Haig, “The Concept of Income” in The Federal Income Tax 
(“Columbia University Lectures,’ 1921), p. 17: “If it were possible to modify 
the concept of taxable income so as to eliminate this variation in the value of 
money it would certainly be desirable to do so. The prospect for a complete 
solution of the difficulty pointed out, however, is identical with the prospect for a 
perfect monetary standard. But an approximate solution might be realized if we 
were able to evolve a satisfactory index of the level of prices. If it were accurately 
known what the change in price levels in a given year had been, it might be possible 
to qualify the results shown by a comparison of the balance sheets for the beginning 
and the end of the period in such a way as to eliminate the influence of the changing 
standard. But even this refinement is not likely to be introduced soon. Indeed, 
the desirability and urgency of its introduction is dependent largely upon the 
complete solution of the accounting problem, which solution is certainly not 
imminent,” 


*“The first argument that is brought against every new proposal departing 
from conventional lines is nearly always that it is ‘impracticable.’”—Sir Josiah 
Stamp, The Fundamental Principles of Taxation (London, 1921), p. 95. 
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authorities on taxation appear at the moment to be in almost 
unanimous agreement that a comprehensive sales tax would 
involve the government in insuperable difficulties of administra- 
tion. But in Canada such a tax, under conditions much more 
unfavorable than those existing in the United States, has been 
working smoothly from its very inception. There applies to 
special provisions in tax legislation such as are suggested above, 
what Sir Josiah Stamp, from his ripe experience as a tax adminis- 
trator, says of taxes in general: 


It will be found generally that if a tax is believed to be practicable over 
a considerable part of the field to which it is to be applied, and the impracti- 
cability is confined to a minor part, most states will embark upon the 
scheme, and by a sacrifice of logical principle at the point of difficulty and 
the adoption of a few conventions will satisfy the equities roughly.' 


Even though there be accepted the conclusions of this paper 
to the effect that the absence in tax legislation of provisions for 
adjusting taxes to the changing conditions resulting from 
changing price levels is a source of serious inequities, it must be 
admitted that there is a strong presumption against adding 
further to the intricacies and complexities of taxation. In any 
case, it may be asked, why treat symptoms instead of causes? 
If changing price levels prevent ordinary tax laws from working 
well, why is this not rather an added argument for the search 
for means of stabilizing prices, instead of an argument supporting 
further elaboration of tax laws? The answer to this question 
turns, of course, upon the relative difficulty of stabilizing price 
levels as compared with adjusting tax laws. Until the develop- 
ment and installation of some scheme for the stabilization of 
prices is more of a practical possibility than it appears to be at 
the present, the possibility of adjusting taxation to changing 
price levels, even at the cost of further complication in tax 
laws, is at least deserving of more consideration than it has 


yet received. 
Jacos VINER 
UNIVERSITY OF CHICAGO 


“The first argument that is brought against every new proposal departing 
from conventional lines is nearly always that it is ‘impracticable.’”—Sir Josiah 
Stamp, The Fundamental Principles of Taxation (London, 1921), p. 96. 





THE HOME RESPONSIBILITIES OF WOMEN 
WORKERS AND THE “EQUAL WAGE”: 


The demand on the part of women workers for “‘equal pay 
to men and women for equal work” is likely not only to raise 
the question what is “equal work” and what is “equal pay,” 
but also to lead swiftly to the question of the relative burdens 
in the way of family obligations carried by men and by women 
wage-earners. It is well recognized now that, in the past, men 
and women have been rarely paid equal wages when the work 
was so nearly equal as to be to all effects and purposes identical; 
it is also a well-known fact that the opportunities for women 
to do work that is “equal” are very rare, and that when they 
are engaged in occupations different from those employing men 
the difference between the pay of the one and of the other group 
is greater than the difference between the value to their employer 
of their respective product.?_ There is, therefore, for the employer 
the constant temptation growing out of women’s cheapness and 
for men workers the constant menace of women’s underbidding. 

When this situation is objected to, one argument advanced 
in favor of its continuance is to the effect that men support 
dependents while women support only themselves. The argu- 
ment often runs as though men were already paid in accordance 
with family needs and as though women’s pay were rightly 
estimated on the basis of an individual’s requirements. This 
is, of course, far from being the fact. Men are paid on an individ- 
ual basis what their bargaining situation enables them to 
demand. The woman worker, too, is also paid what her bar- 


‘Read January 12, 1923, at Industrial Conference called by the Women’s 
Bureau of the U. S. Department of Labor. 

* Sidney Webb, “Alleged Differences in the Wages Paid to Men and Women 
for Similar Work,” Economic Journal, I (1891), 635-62. 

3 See Great Britain: Report of the War Cabinet Committee on Women in Industry 
(1919; Cmd. 135), p. 260; U.S. Bureau of Labor Statistics, Monthly Labor Review, 
XIII, 721, “Some Developments in the Movement for a Family Wage.” 
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gaining situation enables her to demand; but, as a great many of 
the women workers are young and as occupational opportunity 
is restricted, her demand has not been effective.t The minimum 
wage movement has been one result of the bargaining weakness 
on her part that leads to her becoming in many occupations 
a sweated worker. Minimum wage laws have already been 
enacted in a number of states and in the District of Columbia.? 
The constitutionality of the principle embodied in the laws has 
so far been upheld both by the state courts and by the United 
States Supreme Court. 

This legislation relates itself to the development during the 
decade 1893-1903 in the Australian Commonwealth‘ of agencies 
for the fixing of wages and for the amelioration of the lot of the 
sweated worker and particularly to the Trade Boards Act passed 
by the British Parliament in 1909,5 which was based on the 
theory that the underpayment of certain groups of “‘sweated” 
workers was of so serious a character as to prove a menace to 
the well-being of the community and to justify legislative 
interference. In the United States, for constitutional reasons, 
at least in part, only women have bees included in these acts, 

* Journal of Political Economy, XIV (1906), 14-40; Edith Abbott, Women in 
Industry, chap. V. See also Annats of the American Academy of Poiitical and Social 
Science, LVI (1914), 122. As Professor Cannan has said (Wealth, p. 202.), “It is 
an economic advantage to be born a boy rather than a girl.” 

2 Arizona, Arkansas, California, Colorado, Kansas, Massachusetts, Minnesota, 
Nebraska, North Dakota, Oregon, Utah, Washington, Wisconsin, and Texas. 
Nebraska and Texas repealed their laws before action was taken under them. See 


Women’s Bureau Bulletin No. 16, p. 13, for list of states and for terms of acts creating 
them. 

3130 Arkansas 272; 231 Massachusetts 99; 139 Minnesota 32; 70 Oregon 
261; 89 Texas Criminal 182; 13 Washington Decisions 322; Stetiler v. O’Hara and 
others, 243 U.S. 629. Since this paragraph was written, the act of Congress apply- 
ing to the District of Columbia has been held unconstitutional by the U.S. Supreme 
Court. The decision handed down in this case by a majority of five to three, Chief 
Justice Taft and Justices Holmes and Sanford dissenting, and Justice Brandeis not 
participating, can be said to have an effect only in law, neither in morals nor in 
reason. The Children’s Hospital, etc. v. Atkins, etc. Washington Law Reporter, 
L, 271. See also Metropolitan press, April 10, 1923. 

4See Victor S. Clark, “Labor Conditions in Australia,” U. S. Bureau of Labor 
Builetin No. 56 (January, 1905), pp. 9-243. 

5 L.R. 9 Edward VII, c.22; 8-9 George V, c.23. 
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and the argument that in the wage contract they are at such 
a relative disadvantage as compared with the employer that 
the bargain becomes rather an instrument in exploitation than 
a free contract and that the community has such a concern that 
they should enjoy at least a minimum of decency, wholesomeness, 
and comfort as to justify interference, has up to the present 
time prevailed with the courts. 

The wage-scales that have been fixed by the minimum-wage 
authorities in the various states have been substantially higher 
than those fixed by unregulated bargaining before the laws were 
passed.t They have, however, been fixed on the basis of an 
individual budget estimated in terms of a single woman’s needs. 
They have been concerned neither with the question of the wage- 
scale of men workers nor with the possibility that the woman 
worker might carry responsibility for the support of others 
beside herself. 

But in addition to this claim that there should be fixed a 
minimum of health and decency for the individual woman worker, 
there has developed another claim. This is, that the woman’s 
wage should be not only sufficient to raise her above the level 
of a “sweated worker” but should also be characterized by such 
a relation to the wages of men that she need not be regarded as 
the perpetual scab in industry. In the United States the Ameri- 
can Federation of Labor, in its reconstruction program; the 
National Woman’s Trade Union League; the United States War 
Labor Board; the National League of Women Voters, in its 
industrial program; the National Consumers’ League; the 
Administrative Committee of the National Catholic War Council 
in its Social Reconstruction Program; the various organizations 
of women teachers have declared for the principle of Egual pay 
to men and women workers for equal work. In view of the facts 
stated in the opening paragraph, these declarations seem either 
revolutionary or somewhat meaningless. A discussion such 
as that of Father Ryan, for example, will illustrate the meaning- 


*See Women’s Bureau Bulletin No. 16, Chart IX, for the wage-scales fixed in 
the different jurisdictions. Citations are hardly necessary to show that these 
scales are higher than those previously prevailing. 
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less character of some such declarations. On the subject of 
the equal wage, he says: 


The simple economic reason [i.e., for the equal wage] is that if women 
and men are paid at different rates in the same occupation, one of two things 
will happen: either the man’s wage will be reduced to the level of the woman’s 
or men will insist that women get out of that industry. It is not possible 
for the two sexes to work side by side and receive different rates of wages— 
I say it is not economically possible. Sometimes one of these alternatives 
takes place and sometimes the other. In the telephone industry, at least 
in the telephone exchanges, what has happened is that the men have aban- 
doned it, and the wage has gone down to the woman’s level. In other 
places, where the men are strongly organized, they insist on monopolizing 
the occupation. This is a simple reason and a sufficient one why women 
should have the same wages as men when engaged at the same work. 


On the subject of the basis for men’s wages, however, he says: 
“The living wage for male workers is generally understood to 
be a wage that will enable him and his family to have a decent 
livelihood.’” 

But on the subject of the woman’s wage, he continues, “The 
woman employee, not being the head of a family, in order to 
have a living wage should receive an amount sufficient for her 


own decent living and reasonable support.’ And he continues 
firmly: 

The Woman’s Branch of the U. S. Department of Labor declares, in 
its “Standards for Women in Industry,” that the living wage for women 
should be based, not on her individual needs, but on these plus the needs 
of dependents. This would make women responsible for the support of 
the family. As a matter of fact, we know many women are doing it; but 
that is not the normal situation, and no general standard or principle for 
wages should proceed on the basis of an abnormal situation. Besides, the 
thing is impossible of application economically, unless you assume that every 
woman is potentially responsible for dependents. It is impossible to pick out 
the women with dependents and say that these shall get more than individual 
living wages. If you say that all women should receive wages sufficient 
for the support of a family you assume that a woman naturally is the bread- 
winner of the family, and you overturn the normal relation. I am surprised 
that the women in the Department of Labor have made that declaration. 
As a matter of fact, it is not the standard in any of the States that have 


* Ryan, Social Reconstruction (New York, 1920), p. 43. 
2 Ibid., p. 65. 3 Ibid., p. 42. 
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minimum wage laws, and there is not one chance in a thousand that it will 
be adopted by any of them for a number of years. They have all fixed wages 
on the theory that in the majority of cases the woman has no dependents, 
that she has only herself to support.* 


Similar inconsistencies characteristic of the attitude of those 
who speak positively could be cited, and it becomes therefore 
important to ask what is generally meant by the expression and 
whether it has a sufficiently definite content to constitute the 
basis of a universal and general claim. 

When in fact the phrase is examined closely, it is found to 
contain a number of elements and to be characterized by a con- 
siderable vagueness and ambiguity. On this account, certain 
advocates of the claims of women have suggested that the phrase 
be rejected and that in its place be substituted some such phrase 
as “the wage for the job.” Mrs. Webb, for example, in sub- 
mitting in 1919 a minority report for the War Cabinet Committee 
on Women in Industry, proposed that in place of the principle 
of the “equal wage” there should be substituted the principle 
of the “‘clearly defined occupational rate . . . . prescribed for 
all the persons of like industrial grade . . . . to be settled by 
collective agreement between representative organizations of the 
employers and the employed.”? She advocates also a national 
minimum in which there should be no sex inequality, and above 
all perhaps she emphasizes the importance of removing all “‘sex 
exclusions,” of opening all posts and vocations to qualified persons 
without regard to sex, and of insisting on the same minimum 
qualifications, and the same occupational rates for all those 
accepted, as fit to be engaged in any particular pursuit. 

Miss Eleanor F. Rathbone, who like Mrs. Webb, is alarmed 
at the ambiguity of the phrase “equal pay for equal work” and 
calls it ‘vague and ill-defined,” describes it as ‘‘a claim to secure 
for women a fair field of competition with men, their work being 
accepted or rejected on its merits,” recognizing that any perma- 
nent “disadvantage that adheres to women workers as such should 

* Ryan, op. cit., p. 45. 

*Great Britain: Report of the War Cabinet Committee on Women in Industry 
(1919; Cmd. 135), p. 254. 
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be allowed for by a pro rata reduction in their standard rates,’* 
and Mrs. Fawcett? accepts this definition. And Professor Edge- 
worth, summing up recent English discussion,’ embodies in his 
definition of ‘‘equal work” the idea of equal freedom in the choice 
of work and that equal freedom to prepare for work by acquiring 
skill, on which Mrs. Webb laid such emphasis. 

The Sub-Committee on Women’s Employment of the Minis- 
try of Reconstruction rejected any idea of discrimination against 
women as women, but thought the phrase one “that avoids too 
many difficulties to be of service.” The Sub-Committee, how- 
ever, could see no other path by which to be guided and recom- 
mended the adoption of the principle not only of equal piece-rates 
but of equal guaranteed minima and of equal time-rates, saying 
among other things: 

The subject is one upon which no off hand opinion can be given, beyond 
the obvious one that there should be no discrimination against women as women. 
. .. . The granting of equal pay for apparently equal work is not only a 
standard simple to enforce, but corresponds as well to an instinctive sense 
of equity and justice; and this principle alone gives hope of the final settle- 
ment of that old feud between men and women workers which is inspired 
by the fear of undercutting. It may not meet every individual case. But 
we confess that we can find no other working principle. Further, it appears 
to us that anything less than equal occupational rates (known colloquially 
as “the same rate for the job”) for men and women on time work would 
tend to undermine the whole basis of collective bargaining and re-act 
injuriously on the standard of life built up by organized effort.‘ 


Of course, those who make the claim to the “equal wage” 
have in mind satisfying the ‘instinctive sense of equity and 
justice,’ preventing if possible such employmeat on the part 


t Economic Journal, XXVII (1917), 60. 

2 While she rejects Miss Rathbone’s conclusions. See ibid., XXVIII, s. 

3“Equal Pay for Men and Women for Equal Work,” Economic Journal, 
XXXII, 433. 

4Great Britain: Report of the Women’s Employment Committee (1919; Cd. 
9239), Pp. 23-24. Miss Clara E. Collet, formerly of the Labor Department of 
the Bord of Trade, filed the following supplementary statement, however: 
“Women should be paid the same piece rates as men. Such rates should be fixed 
high enough to guarantee to ordinary men workers a weekly minimum time wage 
sufficient for the support of a family. But women piece workers should not be 
compelled to produce the same minimum output as men; nor should they be paid 
the same guaranteed minimum as men for an habitually smaller output” (p. 74). 
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of women as will react on the standard of life built up by organ- 
ized effort of men, or, in other words, utilizing to the utmost the 
productive powers of women without giving employers induce- 
ment to prefer women to men as a cheaper form of labor." 

In the United States, however, except in the field of public 
education, the discussion has assumed since the Armistice a more 
or less academic aspect, as there are as yet no proposals for the 
public setting of minimum wages of men workers. It is when 
the wages of men as well as of women are in question, or when 
there is a proposal that is seen to affect the wages of men, or 
when, as during the war, the labor of women takes on a new 
significance, that the question assumes an immediate and practi- 
cal importance. 

It is interesting at this point to notice that the plea for the 
fixing of men’s wages on the basis of family needs has received 
attention and been given a rather special publicity and sanction 
in the United States. The logic of the United States Children’s 
Bureau studies in Infant Mortality? showing that the death-rate 
of babies goes up as the earnings of the father go down below a 
certain level, and this whether the mother works out for wages, 
stays at home and supplements the father’s earnings by taking 
in lodgers, or stays at home and attempts to get along on his 
earnings without supplementing them, points to the payment 
of every man worker on such a basis that he can support his 
wife and enable her to nurture her child during infancy. Not 
only this. The United States Bureau of Labor Statistics, after 
completing the various Cost of Living studies during the war 
requested by the official wage-fixing bodies,3 did not stop with a 
study of the distribution of income by wage-earners but proceeded 
by various stages to formulate a “health and decency” budget 
for the “normal family” whose logical use was that of serving 
as a basis for wage-fixing.4 In other words, the United States 


* Rathbone, ‘Wages According to Family Needs,” Hibbert Journal, XIX, 721. 

* Publications Nos. 3, 6, 9, 11, 20, 29, 37, 52, 68, 72, 86. 

3The U.S. Shipping Board and the War Labor Board, U.S. Bureau of Labor 
Statistics, Monthly Labor Review, VIII, 1373; UX, 410. 

4 Ibid., X, 307. As in these studies, the families selected were of a fairly high 
economic level, there was no classification into “poor,” “very poor,” etc. 
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Children’s Bureau and the United States Bureau of Labor Statis- 
tics have, by implication, at least, approved the suggestion that 
the needs of the family should be the basis on which the wages 
of men should be fixed." 

If the question is raised as to the extent to which men bear 
family responsibilities there is no body of information on which 
a reply can be based.2, The Census family was, in 1910, 4.5 
persons. The average composition of the selected families 
studied in the various Cost of Living inquiries can be quoted. 
For example, the 12,096 white families in industrial centers whose 
family expenditures were ascertained and analyzed in 1917-18 by 
the United States Bureau of Labor Statistics averaged 4.9 persons, 
equal to 3.33 adult males, while the 741 colored families averaged 
5.0 persons, equal to 3.39 adult males. That unmarried men 
contribute to the support of their relatives is generally known. 
For example, in a study made in 1910 into the subject of Work- 
Accidents and the Law, Miss Crystal Eastman pointed out the 
character of the burdens often carried by the unmarried man, 
and the resulting suffering due to his industrial injury. 


But it is not only the families of married men killed who feel the loss 
of income. Among those single men whose fathers were living, we should 
perhaps expect to find the son’s contribution to the family merely incidental, 
not depended upon for livelihood. And in perhaps half the cases, this is 
true. But 15 out of 54, or 27.7 per cent, of the fathers in these cases were 
not able to work. One was crippled, two were blind, one had dropsy, one 
was a hard drinker, the rest were too old. Moreover, in many cases where 
the father was still working, his earnings were those of a common laborer, 
while the son’s were about twice as much 


* Ibid., IX, 1. See also [bid., XIU, 721, for an account of certain attempts 
in other countries, to pay the family wage. See also daily papers, October 30, 1922, 
for demand by railway workers that family budget be used as basis for fixing their 
wage-scale. See American Economic Review, XI, 622, for use of budget by printers 
in New York City. 

* No such study has been made, for example, as that by Mr. Rowntree, The 
Human Needs of Labour, on the basis of which he recommends a universal minimum 
wage for men corresponding with the cost of the “normal” family and a grant 
by the state to families in which there are more than three children. Since this 
paragraph was written, the United States Women’s Bureau has published Bul- 
letin No. 30, The Share of Wage-Earning Women in Family Support, and attention 
is drawn to the facts there set out. 

3U. S. Monthly Labor Review, IX, 420. 
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We have the records of 33 single men, whose mothers were widows, one 
whose father had deserted the family years ago, and two whose parents had 
both died leaving an orphan family. In 12 of these 36 families the son 
killed was at the time the only wage-earner; in nine he was the main support 
of the family. The death of a man so situated leaves almost as serious an 
economic problem as the death of a married man.* 


With reference to the women, however, while the census figures of 
1910 and 1920 have not been fully published, there are available 
three interesting bodies of material. These are (1) a volume 
entitled, Statistics of Women at Work, published in 1907 by the 
United States Census office from data collected in 1900; (2) 
Woman and Child Wage-Earners, a special study made in the 
years 1907-11 by the United States Bureau of Labor;? and (3) the 
Bulletins of the United States Women’s Bureau.’ 

In reviewing the earlier material the reader should keep in 
mind the difference in attitude toward women’s work prevailing 
at the time, when the “‘pin-money”’ girl still loomed large on the 
horizon, and it was often alleged that both older women and young 
girls worked just by way of obtaining extras or for the purpose of 
gratifying a restless, roving disposition, dissatisfied as they were 
with the drudgery or monotony of household duties. In the 
earlier studies, therefore, the investigator frequently interrupted 
his report to emphasize the fact that both the older and the 
younger women workers were found to be moved by the same 
influences that affected men and boys at work, and chiefly by 
the realization that if they did not work, they could not eat; 
possibly, too, by the knowledge that if they did not work, others 
beside themselves would be the less adequately fed! 

The most striking fact in any of the general compilations of 
data about bread-winning women and girls as compared with 
men and boys is the relatively large number in the younger age 
groups. The census bulletin of 1907, although it excludes 
workers under sixteen, reported 25.6 per cent of the female 

*Pp. 142-43. It need not be pointed out that the wages of the unmarried man 
are not affected by his celibacy. 

* Report on Condition of Woman and Child Wage-Earners in the United States 


(61st Cong., 2d sess. Senate Doc. No. 645). Summarized in U. S. Bureau of 
Labor Statistics Bulletin No. 175. 


3 See especially Bulletins No. 17, 19, 20, 21, 22, 23. 
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breadwinners in the sixteen to twenty group, while only 12.7 per 
cent of the male breadwinners were so young; 18.6 per cent of 
the females were in the twenty-one to twenty-four group as 
compared with 12 per cent of the males; and only 32 per cent 
of the women workers were over thirty-four, while 49 per cent 
of the men workers were in that age classification." 

The later study of the Bureau of Labor likewise brings out 
the youth of women in industry in a yet more striking way 
than the census, since the census totals would be modified by 
the great number of older women both in teaching and in forms 
of domestic and personal service not included in the industrial 
study.” 

It should be noted, however, that 


While a large majority of these women are young, the proportion 25 
years of age and over is considerable, enough to emphasize the importance 
of the industrial or vocational training of women. It is frequently stated 
that a woman’s industrial life is from 6 to 8 years long, that she begins work 
from 14 to about 18, and drops out between 20 and 25, if not before. The 
figures in this study show that in the industries studied most of the workers 
conformed to this theory, but a proportion varying from one-eighth to two- 
fifths had not left by 25. How long this remainder stayed is not clearly 
traceable from the data given. Excluding children under 16 years of age, 
in the New England group of cotton workers, 20 per cent, and among the 
garment makers 12.2 per cent were 35 years of age and over, while among 
the southern cotton workers and the glassworkers the proportions in this group 
were, respectively, only 6 and 4.1 per cent. Among the workers in the mis- 
cellaneous factory industries, 15.8 per cent were 30 years of age and over. 
Some of these did not come into the industry as young girls; some entered 
the industry as adult immigrants, while others began work later in life under 
the pressure of unanticipated need; but in either case the fact remains that 
there is in the industrial world a considerable body of women who cannot 
be called young. 


In the matter of home responsibilities, the question assumes, 
of course, different aspects with different age groups. The census 
bulletin which did not relate age to family conditions did, however, 
bring out certain facts about the family conditions surrounding 


* Statistics of Women at Work, p. 11. 
* See especially U. S. Bureau of Labor Statistics Bulletin No. 175, p. 15. 
3 Ibid., p. 17. 
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women workers, and a table showing the living conditions of 
women workers in twenty-seven selected cities throws at least 
indirect light on the subject.* 

According to these tables 81 per cent out of a total of 904,695 
women wage-earners lived at home and 19 per cent boarded. Of 
those “living at home,” 34 per cent were living with the father; 
these would be in general the young unmarried workers; 15.5 
per cent were living with their mother; these may be the young 
workers in widows’ families but may well be older daughters 
caring or sharing the support of mother and of young brothers and 
sisters. And 14.4 per cent are themselves heads of families, 
while 17.2 per cent are living with other relatives. Of the 
widowed and divorced who are working, the largest numbers were 
heads of families or living with their mothers. These tabulations 
together with one showing that one-tenth of the breadwinners 
were in families in which they were the sole breadwinners, and 
just under a fourth (24.1 per cent) were one of two breadwinners 
reveal the fact that very considerable numbers of women and 
girls were carrying heavy loads of family support, while others 
who were in families with two or more other breadwinners were 
contributing as wife or as daughter their share to composite 
incomes that in total amount might still be wholly inadequate 
to the family needs.? 

In the more intensive study of the Bureau of Labor these 
figures find confirmation and interpretation. From the Report 
on Woman and Child Wage-Earners it appears that among the 
occupational groups studied it was almost universal for the 
daughters to work, either because of economic necessity or 
because the standards of their class demanded wage-earning 
on the part of daughters as well as of sons or because of both 
these motives. 

The industrial employment of daughters in this age group is almost 


universal [the report says]. It does not seem to be a racial matter. The 
proportion of families having their daughters at work is larger among the 


* Statistics of Women at Work, p. 27. 


__ * Statistics of Women at Work, p. 30. On the subject of the “composite income” 
it will be necessary to say a further word at a later point. 
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cotton workers of the South, who were of pure American stock, than among 
the silk workers of New Jersey and Pennsylvania, who were predominantly 
of foreign birth or descent, and the proportion of their daughters at work 
is exactly the same as among the garment workers, who were practically 
all foreigners." 


In the case of two industries, ready-made clothing and 
retail stores, the number of children over sixteen who turned 
in all their earnings was ascertained. Among the clothing workers 
the percentage varied from 68.5 in Rochester, 79.7 in Baltimore, 
go.1 in Chicago to 92.3 in New York and 92.8 in Philadelphia, 
while of 1,214 women employed in retail stores and living at 
home, 68.5 per cent turned in all their earnings to the family, 
26.9 per cent turned in part, and only 4.5 per cent kept all for 
their own use. The question arises as to how the contribution 
of the daughters compared with those of the sons in these house- 
holds, and it appears that in both the northern and the southern 
areas, in the cotton industry, for example, ‘‘although the males 
invariably averaged higher earnings than the females, the 
average amount they contributed to the family was less in each 
section than the amount contributed by the females.’? “In 
all the groups, in fact, the earnings of daughters go into a family 
fund from which they are fed and clothed but no part of which 
is looked upon as peculiarly theirs.”’ 

Besides the question of brothers and sisters there is the 
question of mothers and daughters, and the report points out 
as contrasting with the daughters, that, in general, the mothers 
did not work for wages unless their earnings were needed for the 
actual subsistence of the family, but the daughters were apt to 
be at work even though the family were in more prosperous 
circumstances. Evidently the young workers considered in 

*U.S. Bureau of Labor Statistics Bulletin No. 175, p. 19. The earnings of 
these daughters constituted from one-fourth to two-fifths of the total family income, 
and, as the report says, “‘Few workingmen’s families are in a position to lose such 
a fraction of their income without feeling it severely” (p. 20.). 

* Ibid., p. 70. See also pages, 20, 69, 105, 160-61, 203, for the facts applicabie 
to the other industries studied. On page 19 an especially interesting table is found 


showing the degree to which daughters were counted on as contributors to the 
family income. 


3 Ibid., p. 69. 
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Woman and Child Wage-Earners were regarded, and regarded 
themselves as integral parts of the industrial organization and 
essential factors in the family well-being. 

With reference to the work of married women both the census 
bulletin and the later study have much to say. The subject 
of married women’s work is one on which no complete theory 
has been worked out in the United States. In the program of 
child care, the Children’s Bureau studies have again made it 
clear that, in the interest of the national health, the mother of 
an infant under one year must not be prevented by poverty 
from nourishing her own child. Social workers are agreed that 
the mother who is not unfit is, in general, distinctly the most 
satisfactory custodian of her young children. Out of this con- 
viction has grown the movement for “mothers’ aid”’ laws now 
enacted in forty-one states. And it is now well recognized that 
one important reason for decasualizing industry and preventing 
unemployment is the effect of the unemployment of men in the 
increased employment of women and the consequent demorali- 
zation of the homes of irregularly employed men. 

In order to be illuminating, then, the figures with reference 
to the employment of married women shouid be carefully dis- 
tinguished from those dealing with the widowed and divorced 
as well as from the single, and should also be related to the figures 
dealing with the men in the same group. This is not true, how- 
ever, of the figures in any of the studies referred to. The Census 
classes husbands with “other relatives,’’ the Bureau of Labor 
and the Women’s Bureau class married, widowed, and divorced 
women together. The point is that the employment of mothers 
of young children often passes from a problem in industrial 
organization to a problem in poverty or dependency. In such 
cases, the doctrine of dependents with which men bolster their 
claims would certainly apply to them, and, being in the plight 
in which they find themselves, such women are the weakest of 
all bargainers and so the most pitifully exploited of all wage- 
earners. The remedy applied, however, has been not that of 


*See U.S. Women’s Bureau Bulletin No. 16, p. 13 and Chart X, for a summary 
of this legislation. See also U.S. Children’s Bureau Publication No. 63. 
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the equal wage but the allowance out of public charitable funds. 
It is clear, however, that if these subsidized mothers are allowed 
to remain in the labor market, their presence can be prevented 
from becoming a catastrophe only by the payment of a family wage. 

The census figures of 1910 and of 1920 furnished certain of the 
facts. The figures given by the Bureau of Labor study with 
reference to the employment of married women for the occupa- 
tions studied were very alarming. Taking “married”? to mean 
“other than single,” there were only three of the twenty- 
seven industries studied in which the proportion of married 
women among the workers over twenty years of age was 
less than 10, and in some it was as high as 40, and in one 
as high as 60 per cent. When all the female employees of 
the separate industries were considered, about one-eighth were 
found to be married, the proportion running up in single indus- 
tries to two-fifths or over. When a number of families selected 
on the basis of having at least one woman or child employed in a 
given industry was studied, it was found that from something 
over one-eighth to one-fifth of the mothers were industrially 
employed. In order to get an idea of the contributions of 
mothers to the family income it is necessary to examine the 
reports on the different industries. Space does not allow of 
that in this connection, but the evidence bears out the point made 
above that, while the employment of daughters was taken for 
granted among families better off as well as among less well-off 
families, the wage-work of mothers indicated distress. They were 
wives of incapacitated husbands, wives of idle husbands, wives 
of husbands who though at work were able to earn only wages 
most inadequate to the family support.‘ 

In addition to these evidences that women workers do in 
many cases carry other responsibilities than their own support, 
certain other data available in the Special Report on the Cotton 
Industry’ have been tabulated. The results of this tabulation 

t The great difference between the “married” and all others is that they are 
child-bearing, as they may all have heavy burdens of child care. 

*U.S. Bureau of Labor Statistics Bultetin No. 175, p. 18. 

3 For the cotton industry see especially p. 73. 


4See U.S. Bureau of Labor Statistics Bulletin No. 175, pp. 72, 106, 162-64, 499. 
5 Report on Woman and Child Wage-Earners, Vol. I, chap. ix. 
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supply new evidence of the fact that it is the practice in that 
industry to pay the worker a wage that can be only supple- 
mentary to the wages of other workers in the same family group. 

This tabulation showed that in the cotton industry in the 
various states the proportion of women who contributed to 
the support of others,’ besides supporting themselves, was 62 
in Massachusetts, 79 in New Hampshire, 65 in Rhode Island, 
71 in Maine, go in Virginia, 86 in North Carolina, and 82 in South 
Carolina. Of course, the extent of this extra burden varied greatly. 
It is impossible to go into the elaborate calculations showing 
the number of women who supported alone a given number of 
dependents, etc. For example, in Massachusetts, out of a total 
of 49 women there were 8 single women who each alone supported 
one child, 5 who supported one adult, 5 an adult and a child, 
12 two adults, 5 two adults and a child, 8 three adults, 2 three 
adults and a child, and 4 four adults or more. That is, a study of 
this material merely furnishes further evidence showing that 
no safe line can be drawn between the sexes on the basis of the 
support of dependents. 

As has been said, neither the Thirteenth Census, nor the 
Fourteenth Census as yet, throws much light on this whole sub- 
ject. A complete analysis of neither census has been published, 
and in the absence of such an analysis the studies recently made 
by the United States Women’s Bureau become important. The 


' For these interesting figures I am indebted to Miss Willy Zuber, now of the 
United States Children’s Bureau. Space does not allow of an extensive discussion 
of the various definitions proposed for ‘‘dependent” or “‘support” or “contributing 
to support.” Briefly, the process here was as follows: The material contained in 
chapter ix of Volume I of Woman and Child Wage-Earners with reference to the 
composition, occupation, amount and sources of income, etc., was examined to 
learn the relationship of the various women and girl workers to the income of the 
family group. That income was compared with the “Fair Standard” as worked 
out in Vol. XVI of the same investigation, modified by reference to other more recent 
budgets containing items or estimates not available in that budget. The workers 
were then classified as (1) not quite self-supporting, (2) contributing to the support 
of others, (3) wholly supporting others. 

It will be seen by one who is familiar with the English studies to which reference 
is made below, p. 539, that this procedure differs in detail from that of any one of 
those studies. It is, however, analogous in principle to Miss Hogg’s and to the 
method used by the Fabian group in the case of some of their data. 
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Women’s Bureau bulletins relate to conditions in New Hampshire 
(unpublished), in Kansas, Georgia, Virginia, Rhode Island, to 
Negro women, and to a study of unpublished census figures for 
Passaic, New Jersey. 

In each of these studies the subject of home responsibility 
was given attention. The studies are, however, not uniform; 
the figures are therefore not comparable, and there is no attempt 
at definition of either “dependent” or “‘support.” Significant 
findings can, however, be quoted from each study. For example, 
in the Kansas study,’ it is reported that of more than 5,000 
wage-earning women, 39 per cent contributed all their earnings 
to their family, 36 per cent contributed part but not all, and only 
25 per cent contributed nothing. Or again of the older women, 
of those between 25 and 30 years of age, 55.5 per cent contributed 
all their earnings; of those between 30 and 4o, 76 per cent; of 
those between 4o and 50, 85.5 per cent; of those between 50 and 
60, 87 per cent; and of those over 60, 85 per cent. 

Of the Georgia women the report says: “Married women 
with husbands were found working, usually to supplement the 
husband’s income, which was inadequate for the maintenance 
of the family.” Of the Virginia women the Bureau reports: 
“Thirty-seven of the 59 women interviewed were responsible 
for the entire support of the other members of their families, 
or even contributing to their partial support.’ Concerning 
Negro women in industry the Bureau reports: “In the typical 
family, it took all the earnings of every wage-earner regardless 
of conjugal condition or of age to meet the family expenses.’”* 

In Bulletin No. 23, devoted to the subject of breadwinning 
women in Passaic, the figures of the Fourteenth Census (1920) 
are analyzed after the method employed by the Census Bureau in 
Statistics of Women at W ork with the figures of the Twelfth Census.° 

From these figures two particularly interesting facts appear. 
First, with reference to the daughters, out of 3,179 single bread- 

* Bulletin No. 17, p. 54. 3 Bulletin No. 10, p. 28 (1920) 

? Bulletin No. 22, p. §7 (1922) 4 Bulletin No. 29, p. 62. 


$ Unfortunately the Passaic tabulation departs from the tabulations of the 
1900 material in that (1) workers between fourteen and sixteen are included and 
(2) the figures relating to the husband’s contribution are not comparable. 
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winners, 98 living with their parents were the sole breadwinners 
in the family (in 80 of these families, the father was dead and 
the average size of the family 2.5 persons). Seven hundred 
and ninety, living with parents, were in each case one of two 
breadwinners, and the average size of the family maintained 
4.3 persons, so that each breadwinner supported at least one 
person beside herself.‘ Of the 4,013 married women (i.e., other 
than single) wage-earners, 3,596 were living with husbands who 
were not breadwinners and 367 were not living with their husbands. 

While, as has been said, conclusions drawn from these figures 
can be pushed only a very short way because there are no corres- 
ponding figures with reference to the burdens carried by men 
wage-earners in the way of family support, attention may be 
called to the fact that the other side of an individual basis of 
wage-fixing is the “‘composite income.” For many years it has 
been pointed out that the wage-scale in the United States as in 
European countries was such as to render impossible the support 
of families in the lower wage-earning groups on the earnings of 
the father alone. To the “composite income” daughters and 
mothers are known to be important contributors.’ 

t Bulletin No. 23, p. 17. 

2See U.S. Bureau of Labor Studies of Cost of Living, Seventh Annual Report, 
Eighteenth Annual Report. 

Every Cost of Living Study has brought out this fact. That it was still true 
during the war was brought out by the extensive Cost of Living Study made by the 
U.S. Bureau of Labor Statistics, in which 12,096 white and 741 colored families, 
who had lived a full year in one locality, been five years in the United States, took 
no boarders and had not more than three lodgers, were studied. Of the white, 8.9 per 
cent had contributions from the wife, 5 per cent from lodgers, 18.6 per cent from 
children; of the colored, 43.7 per cent had contributions from the wife, 12.7 from 
lodgers, 24.6 per cent from the children. The contributions were considerable 
in the various income groups. Even in these comparatively fortunate families, the 
father’s earnings constituted on an average only 89 per cent of the family income, 
the wife in white families adding out of $1,563.67, $272.41, and the children in white 
families adding $479.60, while the colored wife furnished out of $1,174.07, $212.11, 
and colored children furnished $225.58. This was in families in which the husband 
and father was still alive, in the family, and at work, thus omitting all that volume 
of broken, interrupted, and unfortunate family life that thrusts itself upon the 
attention when one cuts through and takes a vertical section instead of cutting 
across horizontally, fixing the minimum at a considerable point above the bottom 
of the industrial scale. See U.S, Monthly Labor Review, IX, 419, 1696. 
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These Cost of Living studies have brought out other facts 
beside those of the “composite” character of the family income. 
They have shown that the income has often, even with the con- 
tribution of mother and daughter included, been below the level 
at which health and decency, or “life as a member of a civilized 
community,” is possible, and it has been clear that the contribu- 
tion of the mother and daughter is relied on not only by the family 
group but by the industrial organization as well. 

While in the United States the subject of the minimum wage 
for men and that of the proper relation between the wages of 
men and. those of women have been the subject of no official 
inquiry, and the principle of “equal pay for equal work” 
has without such inquiry been given official sanction, it is 
significant that in England, the principle of the “equal wage” 
has been officially rejected. Thus in England the proposal 
that the wages of men should be fixed on the basis of the “normal 
family’s needs” while the woman’s wage should be fixed on an 
individual basis, has been sanctioned by at least three official 
commissions or committees, i.e., a Departmental Committee 
on Teachers in Elementary Schools (Cd. 9839), a similar com- 
mittee on Teachers in Secondary Schools (Cd. 9140), and the 
Majority of the War Cabinet Committee on Women in Industry 
(Cmd. 135). This principle has also been put forward as a 
serious proposal by Mr. B. Seebohm Rowntree." 

However, it is to be noted that, except in the case of Mr. 
Rowntree, these proposals are not so much proposals that men 
should be paid on the basis of family needs as proposals that 
women should be paid lower wages than men with the justifica- 
tion for the discrimination to the effect that men do, more 
le-gely than women, have family responsibilities to meet. 

It is at this point that the question of the home responsibilities 
of women workers has taken on a new emphasis in England and 
has been made the subject of special investigation. 

Attention may, in fact, be called briefly to four English 
attempts to throw light on that question. First, in 1915, inspired 


* Human Needs of Labour. On the other hand as has been reported above, 
p.526, the Sub-Committee on Women’s Employment of the Ministry of Reconstruc- 
tion (Cd. 9239) said that they could see no other way out for women than by the path 
of the equal wage. 
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possibly by the activities of the Departmental Committees on 
Teachers referred to, the Fabian Women’s Group made a study 
of several groups of wage-earning women with reference to their 
family obligations. The material came from various sources 
and covered 5,325 women, of whom the writer of the report con- 
cluded 15 per cent should be counted not quite self-supporting, 
33 per cent as something more than self-supporting, while 51 
per cent were not only supporting themselves; they were also 
supporting on the average one and three-fourths persons besides 
themselves.* The second attempt was Mr. Rowntree’s study 
of 516 wage-earning women over eighteen years of age in York. 
This was part of the inquiry on which he based his program for 
a general minimum-wage scheme for England.2?, Mr. Rowntree, 
who thought the material of the Fabian Women not representa- 
tive concluded that only 16.7 per cent of women wage-earners 
“supported”? others besides themselves. He afterward, there- 
fore, made a larger study involving 67,333 households in eleven 
towns, among whom were 13,737 women over eighteen years 
of age. Of these he concluded 88 per cent supported only 


themselves while 12 per cent, he thought, supported other persons 
either in whole or in part. A fourth study was made by Miss 
Hogg,‘ of the London School of Economics, who used the material 
assembled by Mr. Rowntree and also reworked much of the 
material assembled by Professor Bowley in his earlier study 
Livelihood and Poverty. In this study results were obtained 
quite different from those of Mr. Rowntree or of the Fabian 


* Ellen Smith, Wage-Earning Women and Their Dependents,p.12. Ashas been 
said above, it is not possible to go into the definitions of “supporting.” 

* Human Needs of Labour, p. 113. 

3 Rowntree and Stuart, The Responsibility of Women Workers for Dependents. 
His reasoned definition of dependent is one to whom the worker makes a regular 
contribution without expecting service in return. 

4 Economica, No. 1, p. 85. 

5In that study Professor Bowley had called attention of the necessity of 
obtaining more information with reference to the composition of family groups, 
in order that the question of the home responsibility of men workers might be 
better understood (Livelihood and Poverty, p. 26). He is at a loss to explain these 
divergencies of result and comments simply, “Students of this problem will find it 
necessary to analyze minutely the methods used” (Economica, No. 2, p. 112). 
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group. Miss Hogg came to the conclusion that one-third of 
the women wage-earners carried the support of others, either in 
whole or in part, in addition to supporting themselves. 

One fact that emerges from all these investigations is that 
the volume of the woman worker’s burden increases as her age 
increases. For example, Mr. Rowntree found that the proportion 
of women between thirty and thirty-five years of age who carried 
dependents was just double the general average. And undoubt- 
edly from the way in which the Fabian Women gathered their 
material, they dealt with an older group than those Mr. Rowntree 
considered. But the same thing is true of men. Professor 
Bowley has often emphasized the increase of burden-carrying 
that comes to men with increasing years, at least between twenty 
and forty, and says: 

In a rational system of wages, in which they increased with needs, there 
would be increments with age and service up to the age of forty years; and 
in a rational organization of training and work a man would be progressively 
worth more as he approached the prime of life. The suggestion is that the 
minimum wage for men over twenty should allow for the support of one 
child, and that every industry should be organized so that promotion to 
higher grades of wages should come in the ordinary course to all capable men 
in the first ten years of work.' 

In fact, the English figures seem to show in that country: 


(1) That the supposed “normal” or “average” family of man, wife, and 
three dependent children under 14, is really one of the smallest groupings, 
representing only 8.8 per cent of the whole; (2) that the proportion of men 
wage-earners over 20 with any dependent children at all is only 48.3 per 
cent; while of the remaining 51.7 per cent, 27 per cent are bachelors or 
childless widowers, and 24.7 per cent married couples without dependent 
children; while, (3) on the other hand, nearly 10 per cent have more than 
three wholly dependent children.? 


While there are no similar figures available for the United 
States and while the proposal for minimum wages for men is 
not a practical issue now, perhaps, for purposes of clearness, 
attention may be called to two aspects of the problem of pay- 
ing men in accordance with family needs. If the payment 
rests on the budget of the “normal family,” the burden on indus- 


* Economica, No. 2, p. 11. * Rathbone, op. cit., Hibbert Journal, XTX, 714- 
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try will be increased to the extent that unmarried and childless 
men profit by the demand. If the attempt is made to adjust 
wages to the actual needs of the individual worker’s family, the 
pressure toward the preference of unmarried or of childless men 
to men with families will be inexorable. An attempt which is 
being made in New South Wales to work out plans for overcoming 
these difficulties may be briefly described, as it has seemed signif- 
icant to the students both of the family-wage problem and of the 
equal-wage demand. 

In New South Wales the Board of Trade (Department of 
Labor) is under a duty in fixing the minimum wage for adult 
male workers to be guided by the following principles:* (1) the 
average cost of living is to be calculated on the basis of the average 
requirements of the lowest class of workers; (2) this calculation 
should be made on the requirements of a husband, wife, and the 
average number of children in families of that class; (3) the 
standard of living should be such as to provide a worker of the 
said class and his dependent family with the normal requirements 
of a member of a civilized community. 

When, in 1920, the cost of applying the third of these princi- 
ples was estimated, it was shown that the scale of payment 
necessary for all workers was higher than the wages that had 
during the previous decade been paid to the great body of skilled 
workers. To raise all workers in accordance with this scale 
was regarded as an impossible burden to lay on industry and a 
way out of the dilemma was proposed by fixing as the basic wage 
the cost of ‘‘ civilized living” for the worker and one adult depend- 
ent, and by the creation of an endowment scheme from which 
provision should be made for the children. The plan contem- 
plated the payment to each man worker of a wage in accordance 
with the needs of a married couple and a payment by the employer 
to the state of a tax equivalent to the cost of one child. From 
this fund a payment was to be made to parents of young children 
in accordance with the size of the family so that the entire 
amount received by the worker accorded with the needs of the 


*Great Britain: Ministry of Labour Gazette, XXVIII, 12; Heaton, “The 
Basic Principle in Australian Wage Regulation.” Economic Journal, XXXT, 309. 
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family while it was estimated that the burden laid on industry was 
reduced by the difference between £93,000,000 and £28,000,000. 
It has been said that the payment to the man worker was deter- 
mined by the estimated amount necessary to support him and 
his wife, the assumption being that if he was not married he 
must pay some woman to care for his comfort. When the scale 
for women was worked out, the scale was fixed on the basis of 
her individual needs. The payment to the children’s fund was 
on the same basis so far as the rate of payment was concerned, 
however, and if a woman worker had children she was to receive 
allowance for them on the same schedule as the working man 
received for children. But the fund for women’s children was 
to be collected from the employers of female labor, and these 
being mostly widows’ children would be few in number, so that 
the employer would be agein tempted by cheapness to take 
women workers, and the men workers would be given new reason 
to fear their underbidding. That is “the scheme shows that 
the needs of the family can be provided for without giving the 
employer an inducement to prefer single to married men because 
of their relative cheapness It does not show how the 
powers of women as producers can be utilized to their full extent 
without giving the employer any inducement to prefer women to 
men because of their cheapness.’’ It has, however, in order that 
it may meet this criticism, to be modified only by paying each 
worker regardless of sex the maintenance of two and by collecting 
from all employers for the children’s fund in accordance with the 
number of employees. In other words, the New South Wales 
scheme, if it were modified in accordance with these sug- 
gestions, would meet the demand for family support and for 
an equal wage.? 

It is hardly necessary to point out that reference to the Eng- 
lish studies and to the Australian proposals is intended in no 

* Rathbone, op. cit., Hibbert Journal, XIX, 721. See also Professor Edge- 
worth, op. cit., Economic Journal, XXXII, 430 (December, 1922). 


*For numerous other experiments in the direction of the family wage de- 
veloped by private agreement among great employers of labor in Continental 
Europe, see the Ministry of Labor Gazette, XX XI (March, 1923), 86. 
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wise as suggestions that they be slavishly imitated. Such refer- 
ence is made rather by way of emphasizing the importance of 
obtaining similar studies with reference to the United States, and, 
in particular, of publishing the facts obtained by the census and 
in the possession of that bureau. 

However, the discussion should make clear the fact that the 
demand by women for equal pay is in reality a plea for just 
treatment that has resulted in an attempt to put-a social and 
ethical content into the discrimination practiced in the past, 
that content being found in the alleged obligation of men workers 
to carry heavier burdens in the support of dependents than 
women carry; and that the argument on which that attempt 
rests, is at present grounded in no sufficient body of facts. If 
many fathers support wives and young children, many daughters 
assist their fathers in doing that very thing, while many other 
daughters support aged parents and young nieces and nephews 
as well as themselves. It should also be clear that the demand 
for an equal wage when resolved into its constitutent elements 
proves rather to be a demand for freedom (1) to select one’s 


employment in accordance with one’s capacities, (2) to be 
equipped to do the job selected in a way and after a standard 
determined by an objective analysis, and (3) to be so remunerated 
as to be able to render one’s own most efficient service without 
constituting one’s self a menace to a standard of life already 
built up by other workers. 


S. P. BRECKINRIDGE 
UNIVERSITY OF CHICAGO 











THE FUTURE OF OUR CREDITOR POSITION 


I 


It is quite generally assumed that as one of the economic re- 
sults of the war the United States has suddenly and permanently 
changed from a borrowing to a lending status. That our pre-war 
debtor position has given way to a creditor position seems appar- 
ent, but to argue that this is a permanent change and that from 
now forward we shall be the world’s capitalist, supplying the 
developing countries with needed funds, does not necessarily 
follow from the obvious facts of the case. The purpose of the 
present inquiry is to attempt to place such a change as this in 
its proper historical setting and to arrive at some estimate of the 
probable future of the United States in the world of lenders and 
borrowers. 

There is a logical line of development through which on 
a priori grounds we would expect countries to pass as they become 
industrialized. A country just starting in its industrial develop- 
ment will have need of capital. The opportunity for profitable 
investment in such a country will establish an interest rate high 
enough to attract funds from older countries. The borrowing, 
standing by itself, will lead to an excess of imports during the 
period in which the borrowing of capital funds takes place. Thus 
if $1,000,000 a year is borrowed over a series of years the process 
in itself will call for an excess of $1,000,000 of imports over exports 
in each of the years. But by the end of the first year there will 
be a payment due in the opposite direction on interest account. 
This by itself calls for an excess of exports. In fact, this will 
merely reduce the import balance which results from the borrow- 
ing. In the second year the amount borrowed may be the same, 
but the interest will be twice as large as in the preceding year. 
In the third year the interest due will be tripled and so on to a 
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time when the interest flowing out will exceed the new capital 
flowing into the country. When this stage is reached the trade 
will show an excess of exports in spite of the fact that the country 
is still borrowing capital at an undiminished rate. This bor- 
rowing process will continue until an approximate equality ‘n 
the earnings of capital is established between the borrowing ad 
lending countries. As explained, however, the excess of imports 
will not continue as long as this. 

The point at which the outflow of interest payments exceeds 
the influx of new capital marks the beginning of the second or 
interest paying period. During this period exports will exceed 
imports by ever increasing amounts. If the borrowed funds 
have been used in wars or in other non-producing ways, the 
country will not advance out of this interest paying stage. 
Exports will exceed imports to pay interest and the standard 
of living of the people will become progressively lower. But 
let us assume that the borrowed capital goes to build up the 
transportation lines, and helps to develop the producing capacities 
of the country. Two results will follow: (1) The volume of goods 
produced will become much larger and thus the country will be 
enabled to meet its interest payments by exporting a part of its 
produce without an immediate return of merchandise or services. 
(2) Because of the newly developed capacity of the country to 
produce and save, it will be enabled to supply part of its own 
capital and the interest rate will begin to decline. 

The third stage begins when this decline in the interest rate 
has proceeded far enough to create a tendency to buy back the 
home securities issued in exchange for the foreign capital. This 
new tendency will, like the second, be marked by a favorable 
merchandise balance. The export balance will merely become 
larger. This buying back of the home securities is likely to 
precede the purchase of foreign securities because of the preference 
which investors usually show for the securities of their own 
country. This stage ends when the home securities held abroad 
are all repurchased or when those held abroad are balanced and 
no more than balanced by foreign securities held within the 


country. 
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The continued accumulation of capital, however, will force 
a lower return upon capital until the interest level is lower than 
that prevailing in less developed countries. How long it will 
take for a country to reach this condition of depressed interest 
rates depends, of course, upon the supply of, and demand for, 
capital within the country itself. A marked advance in the state 
of the arts may create such a demand for new capital to put the 
new methods into effect that interest rates will, for a time, be 
maintained in the industrial country. But these new methods 
of production also make it possible to bring into existence an 
ever-increasing supply of capital so that the only condition which 
could prevent an ultimate decline of interest within the industrial 
country relative to the rates abroad would be constant and rapid 
progress in the uses of capital. By virtue of constant progress 
in development of the arts and the exploitation of resources, this 
phase may continue for a very long time. This is implied in 
the statement that the principle of diminishing returns holds 
for any given condition of production, but cannot be stated as 
a historical law because the methods of utilizing capital are 
subject to constant improvement and adaptation to the natural 
conditions of a country. If, however, the resources of the bor- 
rowing country be finally exploited and the rate of increase in 
the demand for capital for putting into operation new methods 
of production be not so great as the increasing production of 
capital there will arise a tendency for capital to flow to the rela- 
tively undeveloped parts of the world. How long it will take for 
this condition to arise cannot be predicted. One generalization, 
however, can be made. A country of large area and rich natural 
resources can find profitable employment for its accumulating 
capital for a long time, while a small country, with the same 
knowledge of industry and the same business enterprise, will 
reach the saturation point very quickly. 

This brings us to the investing period (fourth in our series) 
which, like the preceding period, will be characterized by a favor- 
able balance of trade. This fourth stage is often entirely disre- 
garded in popular discussion. It is assumed that as soon as a 
country begins to invest capital abroad the merchandise balance 
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will turn “against” it. Such a result follows only when the 
annual influx of interest payments exceeds the outflow of new 
capital. It is quite conceivable that our lending country might 
send capital abroad at an ever-increasing rate or (what amounts 
to the same thing) might invest annually the accruing interest. 
Under these conditions capital lending could be carried on for a 
long time without the excess of imports which is often assumed to 
be a necessary concomitant of such a program. This, however, 
like the others, carries with it the seeds of the next phase, for 
in time interest flowing back will, exceed the annual outward 
flow of investments. 

Thus we are brought to the fifth and final stage in which the 
earnings of capital invested abroad will exceed the new capital 
investments during any given period of time. This new relation 
of capital items will be reflected in an excess of imports over 
exports. This we may call the interest receiving stage without 
implying that further investment ceases. In fact, the annual 
investments abroad may become larger every year. Neither can 
it properly be assumed that this stage is an unfortunate one for 
the exporters. For while imports will be larger than exports, 
the exports may very well be larger than in any preceding stage. 
The specific goods which are exported and imported will, of 
course, adjust themselves ‘o the peculiar productive capacities 
and the demands of ths <ountry. Thus imports may very well 
consist of food stuffs and raw materials which, in fact, stimulate 
the countries’ exports. Whether the unfavorable merchandise 
balance which marks this stage is brought about by increasing 
imports or by declining exports will depend upon many factors, 
chiefly of domestic origin. An enterprising country whose inter- 
nal economic condition is sound is likely to bring about the 
balance by the former method, while a decadent country may 
live upon its inflowing interest. In a sense such a country would 
be living on the fruits of the labor and thrift of past generations. 

Our assumed country has thus passed through a complete 
cycle, beginning as a new undeveloped country borrowing capital 
from the older countries, and as a result having an unfavorable 
balance of trade, through the interest paying period, through the 
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period of cancellation of the foreign debt, through the period 
in which it in turn starts to lend abroad, which periods are marked 
by a favorable balance, and on to the interest receiving stage in 
which again it returns to an unfavorable balance. This is the 
last and final stage, for, while all the others set in motion forces 
which will ultimately lead to another stage, this one can continue 
indefinitely. 

To these generalizations, based so far upon purely a priori 
grounds, certain qualifications must be made. First, the rate 
at which a country will pass through these stages cannot be 
predicted. It will depend upon the supply of its natural 
resources, the initiative and intelligence of its people and their 
habits of thrift, its institutions—political and social—its freedom 
from wars and other disturbances and no doubt many other 
factors. Second, so far as the effects of these changes in debtor 
and creditor positions upon trade balances are concerned, it 
must be remembered that there are several other invisible 
exports and imports, such as shipping earnings payable or receiv- 
able, tourist expenses, immigrant remittances, and transfers 
of gold. We have considered merely the effect of capital move- 
ments upon merchandise balances. Third, a country may be 
set back or advanced in this line of evolution by war or some 
other abnormal disturbance. Thus a country in the final stage 
may be set back to the first stage. On the other hand, a country 
which is in the interest paying stage may, in such a time and in 
order to sell its goods, be advanced quickly to the capital 
exporting stage and perhaps to the final interest receiving stage. 
However, if the national equipment and the industrial and com- 
mercial organization of the nations remain essentially undis- 
turbed, such changes are likely to be only temporary and we 
may look for a return to the relative positions existing before 
the disturbance. 


I 


A line of development similar in its broad aspects to that 
described above is discernible in the history of the chief indus- 
trial countries. England started upon its development toward 
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its modern position at a time when capital was relatively more 
plentiful at Amsterdam and certain other continenta] centers 
than in England itself. During the seventeenth century large 
sums, according to the standards of those days, were loaned by 
the Dutch for internal improvements in England. From the 
rather scattered data of that period, it appears that, from the 
middle of the sixteenth to the end of the seventeenth century, 
England had an unfavorable balance of trade such as would have 
been expected in a developing country borrowing capital from 
foreigners. In spite of the rapid accumulation of wealth during 
the eighteenth century, this foreign borrowing proceeded. Adam 
Smith estimated that in 1762 some £18,000,000 of foreign capital 
was invested in England. At that time the interest rate in 
Holland, which was the source of most of the borrowed funds, 
was commonly much lower than in England." However, during 
the eighteenth century interest payments on the previously 
invested capital apparently exceeded the new loans, for during 
this century, in spite of the fact that England continued to bor- 
row, her imports exceeded her exports. This excess of exports 
progressively increased, especially during the Napoleonic wars, 
and enabled England, first, to cancel its foreign debt and, second, 
to lend its own capital abroad. In many ways the experience 
of England growing out of these disturbances on the continent 
was analogous to our own experience in the recent war. Follow- 
ing the Napoleonic wars, England’s favorable balance continued 
and her foreign investments correspondingly increased. By 
1840 the interest flowing back from these accumulated invest- 
ments and the earnings of British shipping combined to create 
inflowing payments in excess of annual investments. On the 
trade side this resulted in an excess of imports which has con- 
tinued to the present time. 

In the case of France and Germany we do not have a complete 
cycle, because these countries have not, at least in modern tirnes, 
drawn upon outside countries for capital for their industrial 
development. While the capital investment in both countries 
has been greatly augmented in the past 200 years, most of it has 


*C. K. Hobson, The Export of Capital, p. 87. 
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been produced at home. English capital was invested in railroads 
in both France and Germany, but these investments were largely 
offset by loans from these countries to foreign governments. As 
a result we have only the latter phases of the cycle represented 
in the economic history of these countries. France had a favor- 
able balance of trade from 1716, the earliest date for which data 
are available, to 1760, with the single exception of the period of 
the Napoleonic wars when its balance was unfavorable. From 
1861 to about 1870 exports and imports were almost equal, while 
from 1871 to the present France has been in the final or interest 
receiving stage, with imports exceeding exports. 

Germany had from the beginning of the last century up 
to 1880 a favorable balance of trade, with the exception of 
the years about 1872 while the French indemnity was being 
paid. Beginning about 1890 and continuing to the present time 
Germany’s imports have exceeded her exports. This unfavorable 
balance is largely explained by inflowing interest in excess of 
loans, although in more recent years shipping earnings have 
helped to swell this import balance. It should be noted in the 
case of each of these European countries that new capital invest- 
ments have been growing progressively, although in none of them 
have these new investments been large enough to offset the 
interest flowing back. 

The history of our own balance of trade well illustrates the 
evolution of a country with regard to the export and import of 
capital. Our capital borrowing period was long, extending from 
the establishment of our government and probably even from 
colonial times to 1873 with two interruptions.’ The first inter- 
ruption of foreign investment here was occasioned by the panic 
of 1837 in which many European investors lost heavily. Confi- 
dence in American investments was not renewed until about 
1847, when the buying of our securities was resumed. It was 
interrupted for a time during the Civil War, only to be renewed 


t The importance of foreign capital to our trade, internal improvements, and 
even to our manufacturing, was remarked by Hamilton in 1791. The Works of 
Alexander Hamilton, Vol. IV, p. 115, Constitutional edition. 
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with increasing volume, and perhaps even recklessness, after 
the war. The borrowed capital of this period went largely into 
railroads, many of which were almost entirely financed abroad. 
It is almost certain that this borrowing proceeded at a more rapid 
rate after 1873 than before, but by that time interest payments 
came to exceed the new investments and our “unfavorable” 
balance turned to an excess of exports over imports. 

It will be recalled that in our discussion of the cycle of invest- 
ments we found three successive stages which are marked by a 
favorable merchandise balance: first, the stage of interest pay- 
ments; second, that of buying back securities; and third, that 
of lending abroad. 

The whole period, 1873 to 1914, was marked principally 
by interest payments; that is to say, we remained in the first 
of these three phases. There was a short period in the early 
nineties when American securities were repurchased from Euro- 
pean holders. This, however, was due to temporary factors, 
notably the fact that foreign investors were frightened by our 
industrial depression and by our free money movement, and 
American securities soon flowed back to Europe after the darkest 
part of our depression was past. Apparently the American supply 
of capital was not yet great enough to make it profitable to dis- 
pense with European aid. Again, after 1899, American securities, 
especially railroad stocks and bonds, were repurchased in large vol- 
ume and some Americans fancied that we had reached a stage of 
capital saturation comparable to that of the European countries. 
But after 1907 European capital again flowed into the country, 
so that it has been estimated that the indebtedness of the United 
States to Europe in 1914 was greater than in 1899. In short, 
by 1914 we had not truly entered upon the repayment of our 
debt and certainly not upon the phase of foreign investing. 

The outbreak of the war in 1914 led to a rush of European 
investors to dispose of their American securities on the New York 
market. This repurchase of securities by American investors 
continued and foreign loans were made so that by 1917 the 
balance of indebtedness was approximately even. This can- 


| 
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celling of our indebtedness was made possible by an increase 
in our favorable merchandise balance of trade from about $500,- 
000,000 in the immediate pre-war years’ to $1,000,000,000 in 
1915, $2,000,000,000 in 1916, and to $3,500,000,000 in 1917. 
About 1917 we entered upon the investment stage proper. Since 
then our large favorable balances have been attended by foreign 
loans until today our net investment abroad is probably about 
$13,000,000,000. 


III 


The question suggested by this progress is, ‘‘Are we likely 
to continue to invest abroad and thus enter in the near future 
into the final interest receiving period with a permanent excess 
of imports over exports?” The most popular answer to this 
question seems to be an affirmative one. Admitting that we 
have made a remarkable record in lending capital abroad, there 
are certain considerations which suggest that a continuation 
along this line is by no means assured. 

In the first place, such a sudden change in our credit position 
as we have experienced in the last few years has occurred before 
only to be followed in a very few years by a return to the old status. 
Our experience in the first few years of the Civil War is a case 
in point. At the opening of that war large amounts of European 
capital, principally British, were invested in this country in 
the northern states. At the first news of secession Englishinvestors 
were frightened. The view was quite commonly held in England 
that the federal government could not successfully put down the 
rebellion, and no doubt the open sympathy of the well-to-do 
classes of England for the cotton-growing south also played a 
part. At any rate, American securities were dumped on our 
market. These were rapidly taken up at low prices so that it 
has been estimated that by 1863 the United States exhibited a 
clean national ledger in respect to international indebtedness. 
The change had come quickly, but in the six years following, 
foreign capital flowed back to this country at such a rate that 


*The pre-war favorable balance met interest payments, tourist expenses, 
freight earnings of foreign vessels, and other debit items. Cf. “The Balance of 
Trade of the United States,” Harvard Review of Economic Statistics, 1919. 
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by 1869 we were indebted to Europe to the amount of about 
$1, 500,000,000." 

Another example of the brief existence of an essentially abnor- 
mal tendency is found in the repurchase of American securities 
during the depression of the nineties. Writers of the time freely 
predicted that we had passed from our debtor position and would 
henceforth rival England as an investing country. But in the 
industrial boom following 1900 the demand for capital at home 
was so great that foreign capital was invested here in increasing 
amounts. These instances are mentioned to suggest that the 
mere fact that a marked change in our creditor position has come 
about almost over night is no evidence that we are to continue 
along these newlines. In fact, the very suddenness of the change 
and the extraordinary conditions surrounding it gives weight to 
the presumption that it is only temporary. 

Secondly, the fact that by far the largest part of our loans 
to foreigners have been made by the government should make 
us wary of attaching much importance to our new position. The 
total amount of European government loans subscribed by the 
American public has amounted to only,$2,500,000,000 and of this 
amount only a very small amount is now outstanding.? Compar- 
ing this with the $10,000,000,000 advanced by the United States 
government, it will be clear that our large foreign investments 
came into existence through government loans which were made 
for political and military reasons. The funds involved in these 
loans were raised by the sale of Liberty Bonds, and in the sale 
of these bonds the appeal to the investors was not primarily 
economic. That is to say, we raised the money and made the 
foreign loans not because of the higher interest rates abroad than 
at home, but rather for patriotic reasons, stimulated by effective 
propaganda. A permanent creditor position must rest upon 
economic factors, i.e., primarily upon the relative profitableness, 
security considered, of investments at home and abroad. 


* Estimates of David A. Wells, Executive Document No. 27, 41st Congress, 
2nd session (1869). 


* Estimate by T. W. Lamont. He placed the amount outstanding on January 
I, 1922, at $800,000,000. Commercial and Financial Chronicle, March 4, 1922. 
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Third, a large part of our huge war-time balance of trade has 
arisen from abnormal advances in price. Our ability to produce 
in excess of our consumption is not indicated by the values of 
exports over imports in the past few years. If it did indicate 
this, one might well expect that the United States would become 
permanently the leading creditor country. During the war 
period, in which our exports naturally exceeded our imports, 
prices rose rapidly. As a result the excess of the value of exports 
over imports was inflated. Further, the prices of exports 
advanced more rapidly than did the prices of imports and this 
further augmented our favorable balance. According to recent 
studies our physical volume of exports increased by very small 
amounts as compared to the very large increases in value of exports.” 

Lastly, the condition necessary for a capital-exporting country 
may be briefly noted. The fundamental factors are, first, the 
present supply of, and demand, for, capital and, second, the 
capacity for capital production on the one hand and the potential 
opportunities for its use on the other hand—both of these factors 
to be taken in connection with the effective demand for capital 
abroad. With these factors in mind, compare the conditions 
in England with those in the United States. England has a 
population of some 36,000,000. The workers are, for the most 
part, employed in manufacturing and are aided by modern equip- 
ment. The progress to a manufacturing status has gone so far 
that 75 per cent of the wheat and 50 per cent of the total cereal 
and meat supply are imported, while about 31 per cent of the 
total output of the kingdom passes into the export trade. Now 

* This should be borne in mind when the argument is advanced that surely 
Europe ought to be able to pay back in a period of years the loans which we effected 
in a period of months. That is, the European debt to us was established by our 
export of goods at very high prices. It must be repaid with goods sold at a much 
lower price level. Further, the repayment will be retarded by tariff laws which 


make it more difficult to repay the debt by the shipment of goods to the United 
States. Cf. A. W. Kiddy, New York Evening Post, December 2, 1922. 

? Thus in 1919 and 1920, in which years the monthly average values of exports 
more than tripled those for 1913, the physical volume of exports exceeded the 1913 
exports by only 15.3 per cent and 7.5 per cent, respectively. Survey of Current 
Business, No. 12, p. 154, Federal Reserve Bulletin, August, 1922, p. 976. 

3 J. A. Hobson, Journal of Political Economy, August, 1922. 
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it was observed by List and many later writers that the more 
highly industrialized a country the greater the annual accumula- 
tion of capital. It seems that even if the total productivity of a 
manufacturing and agricultural country be the same the former 
will save and invest a larger share of its total income. This is 
no doubt partly due to the unequal distribution of income 
characteristic of such a society. 

Further, English industrial society has been working, pro- 
ducing, saving and developing the country for centuries. Now, 
if we remember that the land area available for this development 
is about that of the State of Michigan, it is not surprising that 
investments at home have proceeded so far that the earnings 
of capital are low, and that of new capital accumulation fully 
one-half flows abroad in search of less developed fields where the 
marginal return to capital will be greater. But conditions in the 
United States are essentially different. The capacity for capital 
production is great, considerably greater than is England’s, 
no doubt, but the demand for capital is even greater. The 
demand for capital is controlled by the supply of the other factors 
of production, the greater the supply of the other factors (land, 
labor, and managerial enterprise) the greater the demand for 
the remaining factor. Theref»re, the future demand for capital 
at home can be estimated by the natural resources available for 
exploitation, the size of the population and its probable increase 
in relation to the land area and natural resources, and the natural 
aptitude of the people for industrial employment. There has 
been a tendency of late to emphasize the fact that we have gone 
far in the utilization of our resources and that this is no longer 
a virgin continent.t This word of caution serves a useful purpose 
in checking our unreasoning optimism, but it does not justify 
the conclusion that our conditions have so fundamentally changed 
that we are now in a class with the old industrial nations which 
must perforce find foreign investments for their ever increasing 
capital funds. A country whose exports still consist, in large part, 
of raw material, partly manufactured goods, and food stufis in 
crude form has certainly not reached, or even approached, such a 


*Cf. Homer Hoyt in Administration, August, 1922. 
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development of industry that further utilization of capital can- 
not be profitably made at home. 

Judging by European standards of intensive development of 
a country, we have in this country merely scratched the surface. 
We have a population still small in relation to our land area, but 
one which is growing and whose natural rate of growth can at 
any time be supplemented by lowering the restrictions upon 
immigration. The American people have that mental quality 
which is most in harmony with modern industrial methods—a 
genius for organization and for directing armies of workers. The 
opportunities for profitable investment of capital here are su. ely 
great, and it will be long before any large part of our new capital 
will have to seek abroad for higher interest rates. 

Reference has been made to a time in the nineties when 
interest rates in this country were low and many thought our 
capital must seek profitable investment abroad. But since that 
time there has come a development which has well been called a 
new industrial revolution. The application of electrical power to 
industry and the development of new forms of business organi- 
zation have been the immediate causes, but the industrial growth 
resulting from these factors has been more marked in the United 
States than elsewhere. This mechanical and industrial progress 
has brought two results. It has greatly increased the capacity of 
the country for capital accumulation and thus made possible the 
rapid realization of the creditor position in which we now find 
ourselves. This result has received sufficient, if not too much, 
attention. The other result is the increased demand for capital 
to put into effect the new methods. We have, in other words, 
found means of using larger amounts of capital, with the same 
amounts of labor and land and managerial ability, without 
diminishing the rate of return upon the capital. 

If the signs of the times in the trend of population to the cities 
and the changes in the nature of our exports and imports are to 
be believed, this is destined to be an industrial country. Further 
development along these lines will call for large amounts of capital 
and will defer for a long time the coming of a condition of affairs in 
which our interest rate will be sufficiently below the world rate to 
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induce a very large and sustained export of capital. And in addi- 
tion to the factor of relative interest rates at home and abroad 
there must be borne in mind the commonly observed fact that 
investors prefer home investments to those abroad. This lack <f 
fluidity which prevents capital from freely flowing to those invest- 
ments which are most profitable, considering interest and even 
inherent security, is apparent within our own country. It is 
naturally more effective in checking international investment. 
Thus, to establish us in a permanent creditor position, it would 
be necessary that interest rates abroad be not only higher than 
at home but that they be higher by a sufficient margin to over- 
come both the reasonable and unreasonable preference for home 
investments. 

But even if investment abroad is not induced by the relatively 
higher interest rates in other countries than at home, may we 
not be forced to accept foreign securities in exchange for our 
exported goods? May not our manufacturers of railroad supplies 
and other durable capital goods be forced to accept the long-time 
obligations of the foreign purchasers in direct payment for goods 
exported ? This may temporarily have force, but in the long run 
this function of bridging the gap between production and final 
payment by consumers will be performed by those countries 
which are best fitted for it. Such countries are those with capital 
available at the lowest interest rates. The American manu- 
facturer who accepts long-time obligations in direct payment for 
his goods cannot, of course, hold these securities himself. If he 
did he would soon have all his working capital tied up and he 
would become an investor instead of a manufacturer. The 
securities must be sold to investors who will purchase them, 
not because they must be bought to maintain our export trade, 
but because the rate of return, all things considered, compares 
favorably with that which can be obtained at home. We thus 
come back to a simple comparison of the marginal return upon 
capital at home and abroad. If now the prevailing rate upon 
issues of this kind be lower in England than here these securities 
originally accepted in payment for our exports will be sold to 
Englishmen, but this sale of securities acts as a hindrance to our 
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exporters. Thus the export of goods to, say, South America, 
which was made possible by the acceptance of South American 
bonds, has simply taken the place of other exports which we 
might have made elsewhere. Exports generally can only be 
stimulated by direct acceptance of loans when the interest rates 
in the several countries are such as to encourage the purchase of 
the securities for their own sake. 

The extension of credit even in ordinary trade in which terms 
of payment run for only a few months may lead an exporting 
country to tie up a considerable fund in accounts receivable. 
While no one account may run long enough to be seriously con- 
sidered as an investment of capital by the creditor, these credits 
in the mass constitute a revolving credit fund which is as truly 
a loan of capital as is an investment in plant or equipment. Ger- 
many, before the war, was said to have had very large foreign 
credits on this account. However, even this sort of foreign 
credit is likely to be supplied by those countries of large loanable 
funds and low discount rates. England has, through the mechan- 
ism of the sterling draft and its extensive discount market, per- 
formed this function in the past not only for their own exports 
but, in part at least, for those of the United States and some of 
the continental countries. If loanable funds seeking short time 
investment continue in the post-war period as in the pre-war 
period to be more plentiful in London than in New York, we 
may conclude that even this quasi-investment arising from our 
export trade will not necessarily be borne by Americans. 

Large parts of the world are still undeveloped. These regions 
are constantly demanding new capital. Who is to supply it 
if not the United States? The answer can safely be made that 
new capital for foreign investment will come from Europe as in 
the past. England, particularly, is likely to overcome its present 
difficulties rather soon. Before the war England had foreign 
investments of some $20,000,000,000. Recent estimates indicate 
that only about one-quarter of the total foreign investment was 
sold during the war. It must be remembered that while Eng- 
land’s American securities found a ready market in New York 
a large part of her investments were in India, China, South Amer- 
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ica, and other countries, and these latter securities did not find 
such a ready sale. Another large part of the foreign investment 
was in the belligerent countries themselves or in their colonies. 
Hence, partly by necessity, a large part of this foreign investment 
still remains in British hands. True, immense domestic debts 
have been incurred as in all the belligerent countries, but these 
do not directly affect the standing of the country in relation to 
the outside world. As far as the interallied loans are concerned, 
the government of the United Kingdom has credits which at 
their face value amount to almost $10,000,000,000 to balance 
its external debts of some $5,250,000,000. Even after allowing 
for the fact that a large part of these credits may have to be ‘can- 
celled or scaled down, they still constitute a substantial, offset 
to the external debt of the government. The United Kingdom 
is a greater creditor of the continent of Europe than is tie fUnited 
States. The nation as a whole is still a creditor with its present 
standing somewhat impaired, but with its capital-producing 
power largely intact. That capacity for producing and exporting 
capital was unequalled by any other country and was rapidly 
increasing. England’s export of capital, that is, the annual 
net increase in its foreign capital investment, advanced rather 
steadily from £11,000,000 in 1902 to about £200,000,000 in 1912. 
Probably by 1914 one-half of England’s new capital was flowing 
abroad. Since the war the government has already paid off £275,- 
000,000 of its external debt, an amount equal to one and one-third 
of our own national debt before the war. Private investors are 
again taking up new foreign issues to the amount of some $468,- 
000,000 in 1921, and $512,000,000 in the first eight months of 
1922. In view of these facts, it is not unreasonable to expect 
that England will, before many years have lapsed, reassume her 
position as the world’s greatest lending country and will largely 
supply the backward countries with needed capital. 

There is little in our national policies and popular point of 
view that marks us as a great creditor country. We still view 
foreign investment as a temporary makeshift to enable our 
embarrassed customers to buy from us. We are constantly 
concerned with the repayment of these investments. A creditor 
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country does not expect to collect its principal; it is only con- 
cerned with the annual interest and expects to reinvest its capital 
as old loans mature. 

Our high tariff policy is certainly not adapted to a creditor 
status. We are still as a people much concerned over the preser- 
vation of our home market. The tariff act just passed reflects 
this attitude of mind. In it the doctrine of equalizing the cost of 
production at home and abroad received a more thorough indorse- 
ment than in any preceding act. A country which has reached 
such a stage of development that its prime interest is in the foreign 
market for its manufactures and foreign fields for its investments 
is likely to be little influenced by the demands of special industries 
for protection of their home market. The security of the home 
market will be assumed and concern will be felt only for the expan- 
sion of markets abroad. While we may be approaching that 
state in which the tariff controversy will die a natural death, 
we seem at present to be far from it. 

Much fallacious reasoning has proceeded from the undoubt- 
edly sound premise that our capacity for capital accumulation 
is greater than that of any other country. The significant factor 
is the marginal return upon capital in this country compared 
with that in other capital producing countries. That marginal 
return of capital is determined as much by the demand for capital 
as by its supply and the demand for capital is the result of the 
supply of the other factors of production, natural resources, 
labor, and business enterprise and the technical skill with which 
the capital is employed. When these factors are considered it ‘s 
doubtful if the marginal return upon capital in the United States 
will, in the near future, settle permanently at a point below that 
of the other capital-producing countries. Only on such a con- 
dition can a creditor position at all comparable to that of Great 
Britain be permanently maintained. It appears that by a 
combination of quite fortuitous circumstances we have suddenly 
become a great lender, in some respects, we might say, against 
our own wishes. But it may be doubted if we are ready for such 
a position. 

C. E. GriFFIN 


UNIVERSITY OF MICHIGAN 





RECENT TENDENCIES IN FRENCH THEORETICAL 
ECONOMICS 


The object of this paper is to point out to Americans what a French 
economist thinks of the modern tendencies in the French school oi 
economics. The writer is convinced that, frequently, we in France 
possess but a very imperfect knowledge of the scientific work of other 
countries. Our attention is frequently drawn to foreign works through 
the medium of critical studies and translations made by authors of 
our own language and culture. Too rarely we are able to give the 
time necessary to a thorough critical search of foreign literature, and 
so, for the greater part, we are obliged to rely on the authority and 
the conscience of those who serve as our guides. Under these condi- 
tions, it frequently happens that we give a foreign author an exagger- 
ated importance simply because his ideas approach our own, or because 
his language is easy for ustograsp. Often the works of various foreign 
economists are presented to us in their aspects which most closely 
approach our doctrines, or in their aspects which stand out by con- 
trast. Thus the full significance of the movement of ideas in the 
various foreign schools often escape us. 

It seems to me, after some reflection on the question, that the only 
remedy for this situation is to ask the foreign critics to tell us what 
they think of the scientific production in their own countries. If an 
American economist were to point out periodically, for a French 
journal, the tendencies in the several American schools, I am sure 
that this work would be very fruitful. Inversely, I feel that a critical 
study, made from a purely scientific point of view, that shows phat 
a French economist thinks of the trend of ideas in his own country 
might be of use to Americans. 

It is in this sentiment that I discuss two works' which, among 
all those that have been recently published, present the highest inter- 
est toa Frenchman. These two works are general treatises on eco- 

* Camille Perreau, Cours d’Economie Politique. 2 vols, in 8vo. 2d ed. Paris: 


Librarie Générale de Droit, 1922. Henri Truchy Cours d’Economie Politique 
2 vols. in 8vo. 2ded. Paris: Léon Tenin, 1923. 
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nomics written for the use of students in our law faculties. The 
authors of these works are two professors who have held for a long 
time the two most important chairs in economics in the University of 
Paris. These treatises, which show the substance of the instruction 
given by these professors, are consequently representative of the 
instruction in economics in France. 

In order to mark the exact position of these works in the history 
of the French school it must be noted that the first, the work of Profes- 
sor Camille Perreau, was first published in 1914. The first edition 
of the second, that of Professor Henri Truchy, was published in 1920. 
The second edition of both works dates from the end of 1922. Other 
professors have published their courses in this form. One might cite, 
among the works that also mark a period in the history of the French 
school, those of Paul Leroy Beaulieu.? The works of Beaulieu express 
the French liberal doctrine in its full expansion. The works of Paul 
Cauwés’ show a neat reaction against the “official school” of the day 
and indicate a movement in favor of the doctrine of national economics. 
Nearer to our own times, the treatise of M. C. Colson‘ gave a highly 
scientific character to the doctrines of the liberal school. 

However, it is incontestable, that up to the present moment, the 
works that have had the greatest public and student favor are those 
of Charles Gide. The works of this well-known professor have been 
translated into many languages and serve as a textbook in universities 
throughout the world. His admirable little book on The Principles 
of Political Economy,5 which is now in its 23d edition, has been worked 
into his two-volume Course in Political Economy® without modifying 


It is in the law faculty that economics is taught as a science. The faculty 
of law in a French university embraces two departments: law proper, and eco- 
nomics. The underlying theory holds that these two sciences are related as the 
warp is to the woof, of the legal, institutional, and economic fabric of a country. 
—Translator. 

*Paul Leroy Beaulieu, Traité, Théorique et Pratique, d’Economie Politique, 
4 vols. in 8vo. 2ded. Paris: Guillaumin, 1896. 

3 Paul Cauwés Cours d’Economie Politique, 4 vols. in 8vo. 3d. ed. Paris: 
Larose, 1893. 

4C. Colson, Cours d’Economie Politique, 6 vols. in 8vo. Edition definitive. 
Paris: Gauthier Villa’s, 1920. 

sCharles Gide, Principes d’Economie Politique, 1 vol. in 16mo. 23d ed. 
Paris: Léon Tenin, 1921. 

6 Charles Gide, Cours d’Economie Politique, 2 vols. in 8vo. 7th ed. Paris: 
Léon Tenin, 1921. 
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its general characteristics. His Principles remains the clearest, most 
elegant, and most precise mirror of the period in French economic 
science which it completes. Students continue to seek the funda- 
mentals of the science in his works. 

The two treatises which have just appeared and which are addres. d 
to the studious public are inspired by a different conception of the 
science of economics. This fact is discretely, but clearly, shown by 
the prefaces of the two works. In his first edition (1914), Camille 
Perreau wrote: 


.... If one excepts the remarkable treatise of my colleague, Paul 
Cauwés, the first edition of which is now more than twenty years old, most 
of the economic text-books (some of which may have, from other points of 
view, exceptional merits) give but a rather brief treatment of the positive 

The method with which I am inspired is clearly realistic. 
Political Economy, a social science, a human science of the first order, ought 
not to rest on purely abstract speculations, nor rely principally upon deduc- 
tion. It will only present an interest, its study will only have utility, 
when it is founded upon positive observation Inspired by these 
principles, I have seized every opportunity to compare the doctrinal con- 
troversies which have arisen. But I have forced myself, before taking any 
sides on these questions, to clear the matter up by light of the facts, espe- 
cially statistics. 


In the Preface to his second edition, that of 1922, he insists: 


. . . . Faithful to the objective method, which we have applied to this 
course, we are inclined to study the economic facts of the war and to dis- 
engage their repercussions on the various institutions in order to clarify 
as much as possible the subjects presented. 


In the Preface of his first edition, Henri Truchy presents the same 
idea, which, in his case, differs by a shade from that of Camille Perreau: 


. . . . The idea which the public, even the instructed public, has of 
economic theory, is that of a species of wordy gymnastics, invented by people 
who know nothing of life, and who assume an economic practice without 
there being any necessary connections between their assumptions and the 
true practice. If the economist would truly examine his conscience, he 
would find out that certain ways of conceiving economic theory might give 
a semblance of verity to the ideas which he makes public. 


This scientific conception is found developed in the course of these 
two treatises, but more clearly and completely in the work of Henri 
Truchy, which dates from 1920, than in the work of Camille Perreau, 
which was written before the war. In the work of Henri Truchy all 
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the questions are treated in a fashion clearly and exclusively realistic. 
His essential aim is to make known the economic institutions; to 
describe the play of the various phenomena; and to classify and ana- 
lyze these things. One can sense that the idea of the utility or danger 
of these things is in the background of the author as he writes, but 
he does not tell us what we ought to think of them. The science 
is disengaged entirely from a normative conception, and is exposed 
as an experimental science. 

In the case of Perreau, the effort in the same direction is real, but 
it appears that a certain preoccupation for the normative doctrines 
of the classical school is not completely forgotten. The author does 
not systematically ignore, nor does he want to ignore, these opinions. 
He discusses them indirectly in opposing another opinion more or less 
supported by the facts. He gives the facts the principal place—the 
firstrank. And this not only gives a different form, but also a different 
method, which is entirely removed from the brilliant dissertations, 
in which it seems that all the art was spent in submerging the scien- 
tific substratum, in order that the economic opinions of the author 
alone might find expression. When these opinions, as in the case 
of Charles Gide, have been nourished upon an immense doctrinal 
culture; endowed with a spirit of rare distinction; and exposed 
with the pen of an artist; the work, which is eminently seductive, 
remains profoundly suggestive. But this method in less expert 
hands gives lamentable results, and becomes a series of worldly 
discussions full of farcical observations. 

Works like those of Perreau and Truchy, more particularly the 
second, mark a salutary reaction which shows the surest path for the 
French school of political economy. For economics should be an 


experimental science, or nothing at all. 
ETIENNE ANTONELLI 
UnNIveRsSitTy oF Lyons, FRANCE 





THE RECONSTRUCTION OF THE GERMAN FINANCES 
AND THE REPARATION PROBLEM 


Even if the world-war had ended a year earlier than it actually diq 
and the peace which concluded it had imposed no sacrifice on Gerinany, 
the finances of the empire could not have been placed on a sounc: 
basis without recourse to a considerable capital levy. I estimated, 
in July, 1917,’ the levy that would then have been required at 20 per 
cent. It is therefore evident that the budget, even if there were ne 
payments to make for reparations, could not now be balanced by 
means of current revenues. However, a general capital levy is aj 
present very unpopular in Germany because the people whose money 
is invested in war loans, industrial bonds and mortgages have already 
lost more than 99 per cent of their property by the depreciation of the 
currency. Even the socialists have therefore lately confined them- 
selves to demanding that the commonwealth should be given a share 
in the tangible or real values (Sachwerte) and this idea is indeed at 
first sight enticing enough. For real values have hitherto been treated 
with undue tenderness by fiscal legislation, and the owners of real 
values have in general not suffered at all or only a little by the depreci- 
ation of the currency. Indeed, some of them are, if we calculate their 
property in gold, richer than before the war. Nevertheless on closer 
examination it appears that a tax imposed on the real values alone 
would be unjust and moreover would not serve the purpose. 

In the first place, it would prove impossible to define in a satis- 
factory way the term “real values”: Are, for instance, preferred shares 
of industrial companies paying a limited dividend real values? 
Besides, many real values, for instance, tramways, are in a far worse 
position financially than other kinds of property which are not “real 
values,” such as, for example, foreign state bonds or shares in German 
banking concerns. Finally many investors in real values are léss 
solvent than others whose property does not consist of real values.? 
The reason that so many people at present favor a separate tax on 


* Unsere Finanzen nach dem Kriege. Berlin, Julius Springer, 1917. 

* Let us suppose two persons A and B to have each had a fortune of 400,000 
marks three years ago, invested in the case of A in 500,000 marks war loans (at 
80 per cent), and in the case of B in 100 industrial shares, and let us further suppose 
A to have sold his 500,000 marks war loans and bought two industrial shares, B 
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real values while they are adverse to a general tax on property is to 
be found in the fact that many real values, notably the landed property, 
have hitherto been invariably assessed far below their actual value. 
The attempt to redress past acts of injustice by a measure which could 
not but be very rough would only result in committing new injustice. 
The only adequate standard for taxation is the present financial 
capacity of the taxpayer. A person who owns 20,000,000 marks 
invested in war loans is quite as able to pay taxes as a man who owns 
landed property to the value of 20,000,000 marks. A special tax on 
real values is therefore not to be recommended and the only way out 
of the difficulty is a general capital levy. 


DRAFT OF A BILL RELATING TO A CAPITAL LEVY 
I. LIABILITY TO AND EXEMPTION FROM TAXATION 


Par. 1 


On the first day of October, 1923, one-half of the property in Germany 
shall be transferred to the commonwealth. 


Par. 2 

All individuals, legal persons, and estates without regard to their 
nationality, domicile, residence or place of management shall be liable to 
this tax which shall be levied on their entire funded and real property and 
working capital as far as it may exist within Germany and on the indemnifi- 
cation due them under the provisions of article 297, paragraph i, of the peace 
treaty. 

Par. 3 

The following shall be exempt from this tax: 

1. The states of the German commonwealth. 

2. The communities and municipalities and associations of communi- 
ties and municipalities of all kinds. 

3. Chambers of commerce, industrial boards and craftsmen’s chambers, 
agricultural boards, and other public professional representative bodies of 
the sort; economic associations having no public character and not formed 
for the purpose of making profit. 

4. The commonwealth establishments for accident, invalidity and sick- 
ness insurance and insurance of employees. 

5. Superannuation and sick funds, widows’ and orphans’, burying 
assistance and like funds. 
to have exchanged his 100 industrial shares which had considerably risen in the 
meantime against 20,000,000 worth of government loans. Is, in this case, A with 
his two industrial shares to be liable to taxation and B with his 20,000,000 govern- 
ment loans to be exempt ? 
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6. Universities, higher schools and like establishments and societies. 

7. Foundations, establishments, funds or associations of persons which 
serve purposes of charity or general welfare without being restricted to a 
limited number of persons. 

8. Joint stock companies, companies on shares, colonial companies. 
incorporated mining companies and other associations engaged in mining, 
in so far as half their stock or the like property is transferred to the common- 
wealth in form of shares and the like (Par. 6). 

g. Under the provisions of No. 8 and on application the limited liability 
companies, mutual insurance societies, registered co-operative associations, 
provincial loan banks for landed proprietors and manorial estates and 
similar concerns and other legal persons with private or public character. 

The exemption provided in this section shall apply only to domestic 
tax payers. 

II, FUNDED PROPERTY 


Par. 4 


All persons in possession of bank notes, treasury notes, treasury bills, 
and bonds of the commonwealth shall present such securities at one of the 
exchange offices indicated in the Reichsanzeiger (official gazette of the com- 
monwealth) between October 1 and 27,1923. They shall receive in exchange 
half the nominal value of their property in new securities. The old paper 
money shall cease to be legal tender from and after October 1, 1923, nor 
may old coupons be paid after that date. Claims registered in the public 
debt-book of the commonwealth (Reichsschuldbuch) shall be reduced to one- 
half of their amount as of October 1, 1923. 


Pt...5 


All persons in possession of loans of the German states, communities 
and associations of communities, as well as obligations and debentures of 
German companies shall present these securities with their coupon-sheets or 
dividend-warrants within the period from October 1 to 27, 1923, at one of 
the registration offices to be indicated in the Reichsanzeiger. The documents 
shall be stamped, reduced to one-half their original nominal value and 
returned to the owner together with new coupon-sheets reduced to one- 
half of their original value, duplicates being retained by the commonwealth 
government. The old coupons shall no longer be redeemed after the 
above date. Tickets of German lotteries shall be treated in the same way 
as loans. 

Par. 6 

All joint stock companies and incorporated mining companies shall, 
between October 1 and 27, 1923, issue one new share for each common 
and preferred share in their respective concerns and shall deliver the same 


. 


free of charge to the government of the commonwealth. j 
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Par. 7 
Savings-bank and bank deposits shall be reduced to one-half of their 
respective amounts as of October 1, 1923. 


Par. 8 
Proprietors of agricultural, industrial and commercial undertakings 
are hereby authorized to reduce the shares of their silent partners, etc. 
by one-half of their amount as of October 1, 1923. They are bound to 
prove to their partners that they have transferred one-half of the capital 
invested in their business to the commonwealth. 
The same principle shall apply to the shares of partners in limited 
liability companies. 
Par. 9 
Life insurance and annuity insurance companies and associations 
shall reduce the final value of the insurance policies in force on October 1, 
1923, by one-half of their actual value at that date and shall deliver one- 
half of their premium-reserves to the commonwealth. 


Par. 10 
One-half of all mortgages and other debts on real property shall be 
transferred to the commonwealth as of October 1, 1923. The common- 
wealth shall thereby become owner of mortgages and the like having one- 
half the original value of the mortgages and the like and having the same 
priority. 
Ill. REAL PROPERTY 


Par. 11 


All persons possessing real property situated in Germany shall them- 
selves assess the value of that property and submit the assessment before 
October 1, 1923, to the revenue office of the distric: hich they belong. 


Par. 12 

On all real property in Germany a first mortgage of one-half of the 
value of the property (deducting from the value assessed by the proprietor 
the mortgages encumbering the property on September 30, 1923) shall 
be registered in favor of the commonwealth as a public burden. 

The rate of interest of this mortgage shall be fixed each year. For the 
period from October 1, 1923, to September 30, 1924, it shall be at the rate 
of 5 percent. For the following years the rate of interest shall be fixed by 
law before the first of July in accordance with the domestic purchasing 
power of the German mark. 

Par. 13 

Until September 30, 1933, the commonwealth shall have the right to 

acquire any real property in Germany at a price of twenty times the interest 
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of the public mortgage registered on the property with an addition of 
20 per cent. In case, however, the proprietor has assessed his property 
at at least 1,000 times the amount of the assessment definitely fixed by the 
revenue office for the commonwealth emergency contribution (Reichsnot- 
opfer) or in case the commonwealth does not use its right of acquisition 
before September 30, 1924, due notice must be given to the proprietor of the 
intention of the government to acquire the property unless he shall consent 
to increase the amount of his original assessment by at least 20 per cent 
within four weeks. If the proprietor does not so increase the assessment 
of his property the commonwealth will be bound to acquire the property 
at twenty times the interest of the public encumbrance with an addition 
of 20 per cent. If however the proprietor increases the assessment as sug- 
gested a mortgage amounting to half the increase shall be registered on the 
property in favor of the commonwealth. The conditions under which 
the commonwealth has the right to acquire the property shall henceforth 
be the same as if the revised assessment had been made before October 1, 
1923. 


IV. WORKING CAPITAL | 


Par. 14 


Persons carrying on an independent business from which they derive 
an income as farmers, manufacturers, tradesmen or otherwise shall transfer 
one-half of their working capital (as far as it is not already taxed under the 
provisions of Par. 4-13) to the commonwealth. 

In case the proprietor of such a business wishes to defer immediate 
payment of one-half of his working capital in money or in assets, the amount 
falling to the share of the commonwealth shall be entered in a register kept 
by the civil court of justice of the district. The proprietor shall pay 53 per 
cent interest on this amount and not less than 44 per cent for amortization 
per year. 

Par. 15 

Five per cent interest shall be paid on the working capital transferred 
to the commonwealth from October 1, 1923, to the date at which the pay- 
ment of the full sum or the first instalment of the capital debt may be due. 


Par. 16 
The commonwealth shall accept in payment all the securities men- 
tioned in Par, 4 and 5 at the rate of exchange of the date of payment. 


Par. 17 


Working capital amounting to less than 1,000,000 marks shall be 
exempt from taxation as provided in Par. 14. 
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V. SPECIAL REGULATIONS IN CASES OF EXEMPTION 


Par. 18 
The corporations, etc., enumerated in Par. 3 shall also present their 
property in the securities mentioned in Par. 4 and 5 for exchange and 
stamping, but they shall receive in return new securities from the com- 
monwealth having the same nominal value. In so far, however, as they 
are financially relieved by the cancellation of one-half of their liabilities 
they shall receive new securities of half the nominal value of the original 
securities. 
VI. ALLEVIATIONS 
Par. 19 
Any person whose property is invested in securities bearing fixed interest 
(obligations and debentures, savings-bank or bank deposits, mortgages, etc.), 
who shall have passed his or her forty-fifth year on October 1, 1923, or who 
is permanently incapable of earning his or her livelihood and to whom the 
payment of the tax on property would leave an annuity of less than 1,000,000 
marks, a life annuity may be granted on application amounting to double the 
amount of the annuity which would have remained to such person after 
payment of the tax, in case he or she shall agree to transfer the whole of his 
or her property to the commonwealth. 


A tax of one-half or 50 per cent on property will perhaps be con- 
sidered excessively high, yet it is necessary to place the finances of the 
commonwealth on a sound basis, and, if this object were actually 
achieved, the tax would perhaps not bear more heavily on the indi- 
vidual taxpayer than a smaller contribution. For the relief of the 
finances of the country would result in an immediate rise in the value 
of the mark and a consequent fall in prices. The payment of the tax 
would leave the individual taxpayer with less money, it is true, but 
what was left would be of higher value. 

At first sight it might also appear unjust to tax all property whether 
large or small in the same proportion. But the ability to pay such a 
tax does not in reality depend most of all on the size of the taxpayer’s 
property. As a means of maintaining the standard of life, small 
fortunes in particular are of no consequence nowadays, and the pos- 
sessors of medium-sized fortunes would probably suffer most heavily 
by the taxation proposed. Thus progressive rates would on the con- 
trary lead to injustice. In order, however, to avoid any harshness 
that might be connected with the levying of this tax Par. 19 provides 
that under certain conditions the nation is to secure to persons whose 
property is invested at a fixed rate of interest an annuity equal to 
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that hitherto enjoyed by them, if they in turn consent to transfer the 
whole of their property to the commonwealth. 

The method proposed for levying the tax on funded property 
would have the advantage over all existing or proposed methods of 
taxation that it could be carried out easily and at small expense. The 
fiscal authorities would not need to go in search of the taxpayer; he 
would come to them of his own accord, for unless he presented his 
money and his securities for exchange or stamping, he would not 
only lose half his property but the whole. This tax on funded prop- 
erty could therefore be levied without reference to the fiscal morality 
of the taxpayer. 

The method proposed in the case of real property may appear singu- 
lar. But the assessment of real property by the fiscal authorities 
would require years and in consequence of the aversion of farmers to 
taxation the results would never be satisfactory. Every owner of 
real property has therefore to assess this property himself. In order, 
however, to obviate loss to the commonwealth through immoderately 
low assessments the right of acquiring the real property at a price 
corresponding to the amount assessed by the proprietor with an 
addition of 20 per cent is reserved to the nation. 

The method proposed for the taxation of working capital is much 
less satisfactory, but we must not forget that this method will after 
all only be applied to an insignificant part of the working capit¢l in 
Germany. The joint stock companies, etc., do not pay any tak on 
their working capital (any more than from their funded and real 
property) as they deliver a new share for every old share in their 
concern free of charge to the nation and are therefore exempt from 
further taxation. The private establishments on the other hand 
are taxed only for the value of their machinery, plant, tools, and 
stores, their working capital as far as it consists of money or securities 
being taxed as funded property. Moreover, a clause might be added 
to the bill obliging private undertakings of a certain magnitude to 
transform themselves into joint stock companies. 

When this taxation of property has been carried into effect, the 
reparation problem could be solved by giving the Allies a share in the 
property of the German people. The commonwealth might transfer 
one-half of the newly issued shares and of the mortgages registered in its 
favor to the Allies. A share in the yield of the tax in the shape of 
bank notes, bonds of the commonwealth, the states, the communities 
and the private undertakings, the savings bank and bank deposits, 
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etc., would probably not be much coveted by the Allies. They 
would prefer payments in money and in kind, and the commonwealth 
would, thanks to the increase of its revenues and the reduction of its 
internal debts immediately resulting from the proposed capital levy, 
be easily able to make such payments. 

The value of the shares delivered to the Allies would undoubtedly 
be small compared with the total amount of the reparation claims. 
According to the present rate of exchange it would not even amount to 
1,000,000,000 gold marks. But the rate of exchange calculated in 
gold would no doubt rise considerably in consequence of the relief 
of German public finance. Of course it would be necessary to pro- 
tect the Allies against any financial maneuvers calculated to deprive 
them of part of the profit or influence to which they could lay claim 
as owners of a quarter of the shares. It would therefore be necessary 
to give the Allies an equal share in the preferred and the common 
shares and they would now and in future have to be treated in the 
same way as the most favored shareholder. 

The mortgages transferred to the Allies would certainly represent 
very important amounts even compared to the total amount of the 
reparation claims. The land and the buildings form by far the larger 
half of the property of the German people. The real property sub- 
jected to the national defense contribution in 1913 was estimated at 
81,000,000,000 marks. As the small fortunes were exempted and the 
assessment was not very strict, the total value of the real property 
was then in fact more than double the amount assessed. The value 
of the real property is certainly much lower at present than it was 
before the war. But a mortgage on the real property of one-quarter 
of its total value would even now represent a sum far exceeding any 
amount that Germany could pay in money or in kind in the course 
of one or even of two decades. 

If this proposal were accepted France would at once receive, in 
the shape of mortgages and shares, assets; and from the sale or 
hypothecation of these assets she could procure herself an immense 
amount of capital and, in addition to this, she would, in place of the 
bank notes, state bonds, etc., that Germany would not deliver to her, 
receive considerable annuities in money and in kind. 

By this method, if it were adopted, Germany would be put in a 
position to stabilize the mark, to reconstruct the public finances, to 
balance her budget, and to set to work once more, on a very modest 
basis, it is true, but at least on a sound one. R. R. Kucevvsx 
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BOOK REVIEWS AND NOTICES 

The History of the Woollen and Worsted Industries. By E. 
Lirson. The Histories of English Industries _ series. 
London: A. & C. Black, Ltd., 1921. 


This study is the first volume of a series edited by Mr. Lipson 
“to meet the needs of Training Colleges, Continuation Schools, 
Worker’s Tutorial Classes and similar institutions.” The book is 
thus designed to serve as an introductory text, and though it possesses 
many features of a monograph these elements are suordinated to 
the needs of the student. References have been reduced to a mini- 
mum, and little space is accorded critical discussion. The purpose of 
the volume is description, and this purpose is exceedingly well accomp- 
lished, thanks to Mr. Lipson’s thorough knowledge of his materials. 

The present work is an expansion of the portions of the author’s 
Economic History of England. The chapter in Volume I is expanded 
to nearly double its former compass, and it is evident that the latter 
portion of the book will be considerably condensed for publication in 
the second volume of the Economic History. The expansion of the 
text does not add much that would be new to a close reader, but the 
abundant illustrative material undoubtedly makes the book easier 
reading. 

The processes of manufacture are very carefully described, and an 
old broadside reproduced as frontispiece affords illustrations of all 
the apparatus of the craft industry. The account of the inventions 
of the eighteenth century suffers from the absence of illustrations. 
Without cuts the average reader will find it difficult to appreciate the 
mechanical principles embodied in the machines and extended treat- 
ment is scarcely worth while unless it is intended to carry the reader 
beyond the general story of the lives of the inventors. 

The chapters on the organization of the industry are rivalled only 
by the local studies of Unwin and Heaton. This otherwise admirable 
statement is marred, however, by the infelicities in the choice of terms 
that are becoming fixed in English usage. The influence of Biicher 
in this country makes it difficult for us to recognize the “gild system” 
as a form of industrial organization, and the sharper formulations of 
categories characteristic of German and of recent American work 
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would leave no ground for uncertainty in respect to the classification 
of the Yorkshire “‘clothiers.”’ 

The advantages of carefully generalized terms are shown by the 
note on page 72: 

The “domestic system” of Yorkshire is sometimes regarded as akin 
to the gild system; except that there was no gild organization among the 
Yorkshire manufacturers. The view taken here is that it was a primitive 
form of the “domestic system,” as it existed in the West Country, since the 
Yorkshire clothier controlled ail the processes, whereas under the “gild 
system”’ (as here defined) there was no centralized control of the industry, 
and the workers in each branch retained their independence. 


It is surely unfortunate to be obliged to consider the possibility of 
having the “gild system” without a gild, and it is hardly a solution 
of the difficulty to classify under one heading the Yorkshire “clothier,” 
who had scarce any help outside his family, and the West of England 
*‘clothier’’ who controlled the work of a hundred or more hands. Local 
usage applied the same term to the simple artisan and to the wealthy 
capitalist, but it is precisely this confusion of contemporary language 
that creates the need of carefully studied terms, valid in all countries 
and in all industries. Unless an adequate terminology can be estab- 
lished, the increase in the volume of writing is likely to confuse the 
student with conflicting views, and the interest now awakened in 


the subject will die. 
ABBOTT PAYSON USHER 
HARVARD UNIVERSITY 


The Kansas Court of Industrial Relations. By Joun HvucuH 
Bowes. Chicago: A. A. McClurg and Co., 1922. Pp. 133. 
The author of this little volume is professor of social science at 
the State Teachers College at Pittsburg, Kansas, and writes with 
some first-hand knowledge of the situation under which the Industrial 
Court developed three years ago. In his language, “It is the purpose 
of this thesis to show that our industrial life has evolved a complex 
condition in which there is need for a tribunal to adjudicate industrial 
disputes.” Strikes may involve much injustice. At best they are 
a costly method. “The court will cost less to all concerned and 
be certain to come nearer securing justice to all concerned than will 
be the method of conflict.” 
The matters discussed are pretty much those presented at greater 
length than Governor Allen’s Party of the Third Part and Judge 
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Huggin’s Labor and Democracy. The discussion proceeds without 
any evidence of a knowledge of the experience with compulsory 
arbitration elsewhere. The work of the Industrial Court is not 
examined critically. Evidently the manuscript was prepared before 
the coal strike and the state primaries of last summer. A scientific, 
unbiased study of compulsory arbitration in Kansas remains to be 


made. 
H. A. MItuis 


UNIVERSITY OF CHICAGO 


The Threefold Commonwealth. By Dr. RUDOLPH STEINER. 
Translated by E. BowEN-WEDGEWOOoD. London and New 
York: The Threefold Commonwealth Publishing Associa- 
tion, 1922. Pp. v+206. 

This volume is the work of a philosophical writer, carrying his 
philosophic gifts into the field of social diagnosis and prescription. 
The fundamental idea of the book is that societies should be organized 
into three independent and co-ordinate branches, so that each citizen 
would be virtually a member of three organized communities. The 
sphere of these communities is variously defined. One is the group 
that arbitrates questions of “rights” and presumably corresponds 
most nearly to our present political state. One is economic, and one 
is called “spiritual,” although at one point it is defined as the realm 
of purely private, personal interests as distinct from social interests. 
It includes the educational system. One noticeable fact is that the 
military aspect of the political community is completely ignored, 
except for the general statement that wars are due to an improper 
combination of functions that should be divided among the three 
branches of society. The three arms of social organization would not 
necessarily have the same geographical boundaries. 

This differentiated community is contrasted with the idea of a 
unified community which is said to prevail in existing nations. How- 
ever, when it comes to concrete cases, the examples which the author 
chooses are taken from the Austrian and German national organization, 
and an Englishman or an American would hardly agree that these 
things could be said of his own civilization. In fact, if Dr. Steiner’s 
principle be taken merely as an ideal defining the spirit in which insti- 
tutions are developed, it might almost seem that he is preaching the 
Anglo-Saxon ideal to the German people. The independence of press, 
church, and higher institutions of learning is certainly a recognized 
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ideal with us, and sets up to some extent an independent community 
of the mind. And the function of the state in relation to industry is 
supposed to be the arbitration and protection of human rights, rather 
than the direct control of the production of communities—precisely 
the distinction that Dr. Steiner makes. However, Anglo-Saxon 
Industrialism would not satisfy Dr. Steiner’s requirements, for our 
economic, intellectual and spiritual communities are not organized, 
and their functions are not divided as he divides them, for he demands 
that wages and labor conditions be not fixed by economic forces, but 
adjudicated as a matter of “right.” 

When we turn to practical details, the question at once becomes 
more difficult. These three communities are supposed to be autono- 
mous or completely independent of each other, and yet Dr. Steiner’s 
principle would require them to co-operate more closely than they do 
at the present time and would make them in fact more dependent on 
each other. The organization which protects rights would fix wages, 
hours, and conditions of labor, and economic enterprise would make 
all its arrangements subject to these predetermining conditions. And 
yet Dr. Steiner claims that the political community would be purer 
than it is now because, being independent of economic processes, it 
would not be subject to economic pressures. It is not easy to see 
how these two propositions hang together. Furthermore, the com- 
munity of “rights” would delegate to the spiritual community the 
judicial function, the disposal of intestate properties and a share in 
the control of labor conditions, which would bring the “spiritual” 
community into the realm of economic pressures in a way that might 
well make an American educator gasp. As for the financing of educa- 
tion, it would apparently be more nearly on a commercial basis than 
at present. How this would contribute to making education com- 
pletely independent of all economic pressures is a little difficult to 
imagine. 

Dr. Steiner has an abstract mind. One might almost say that he 
visualizes the concrete results of his proposals only when convenient. 
In particular, his ideas of how political, economic, mental, and spiritual 
life will be purified rest on his abstract ideal of the complete separation 
of these communities rather than on the concrete machinery whereby 
they would necessarily have to work together. From one point of 
view, the author’s knack of making his most detailed statements in 
terms of abstractions is a rare and enviable gift. It is a tool whereby, 
when one has a sound idea, but has not fully visualized the concrete 
details of it, one can still give an impression of having done so. Prob- 
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ably this is unfair to the author, as he has a second volume in process 
of translation, which is to explain more fully the meaning of the first. 
The fundamental idea of the book seems sound and the world is 
working, as Dr. Steiner says, in that general direction. In particular, 
the discussion of the spiritual state of labor is the most convincing 
thing in the book. If the reviewer might make one general construc- 
tive suggestion, it would be to the effect that Dr. Steiner’s proposal 
takes too much away from the economic community. He confines 
it within the limits where economic selfishness might conceivably 
operate safely, handing over other matters to the spiritual and political 
communities, and thus effectually depriving the economic community 
of the autonomy which it is supposed to have. Is it not necessary 
rather for the economic community to develop organs within itself for 
handling these matters and for giving effect to the general judgment 
as to rights and duties, of which the other communities may be the 
authoritative source? It seems to the reviewer that a reasonable 
degree of autonomy can only be developed in this way, by making the 
business world into a community which itself enforces some important 
community interests. The state and the spiritual community could 
be represented on these bodies and could deal with them, using co- 
operation, discussion, pressure, and, as rarely as possible, coercion. 


JoHn Mavrice CLARK 
UNIVERSITY OF CHICAGO 


Modern Italy—Its Intellectual, Cultural, and Financial Aspects. 

By Tommaso Tittont. New York: Macmillan Co., 1922. 

Pp. 236. 

This volume consists of lectures delivered by Senator Tittoni 
before the Institute of Politics at Williamstown in the summer of 
1922. The Senator who describes himself as ‘“‘a statesman with 
literary friends and tastes,’ presents a résumé of the chief Italian 
contributions to modern art and science, and also a discussion of some 
of the Italian problems of labor legislation, raw materials, and the 
public finance. The final lecture deals with the problem of emigration. 

The first four lectures of this volume give in brief compass the best 
available sketch of recent Italian development in the field of arts, 
letters, and science, and for this reason constitute a very useful 
finding list for students of modern Italian culture. Names like those 
of Croce, Ferri, Ferrero, Pareto, and Loria are, of course, generally 
known; but Senator Tittoni, with great conciseness and clearness 
has outlined a whole field of intellectual activity, not commonly 
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understood or appreciated in its entirety, however familiar various 
aspects of the subject may be to individual observers in special fields. 

The latter part of the volume deals with problems of labor and 
finance in the main and has more specific reference to very recent 
conditions, and therefore has less permanent value than the first 
part of the work. The comment of the distinguished Senator, how- 
ever, on recent aspects of Italy’s economic problem is both illuminating 
and useful. It gives in compact form the essence of the industrial 
problem that confronts the modern Italian government and people. 

The lectures were delivered too early to give any inkling of the 
appearance of the Fascisti movement, which for the time being at 
any rate, has so remarkably transformed the character of Italian 
political organization. 

The first four lectures of Senator Tittoni’s volume are especially 
recommended for the purpose of general orientation into the cultural 
development of modern Italy particularly in the field of social sciences. 


CHARLES E. MERRIAM 
UNIVERSITY OF CHICAGO 


Industrial Fatigue and Efficiency. By H. M. VERNON. New 
York: E. P. Dutton & Co., 1921. Pp. viii+264. 

Mr. Vernon is favorably known to students of labor problems 
through his investigations and reports made for the Industrial Fatigue 
Research Board during the war. In Industrial Fatigue and Efficiency 
he has brought together and sets out in an admirably critical way the 
results of investigations made by him and other investigators in 
England and the better known American experience. He discusses 
in turn fatigue and its measurement (chap. i); hours per day and 
per week and output (chaps. ii-iv); the six-hour day and multiple 
shifts (chap. v); work spells and rest periods (chap. vi); limitation 
of output (chap. vii); lost time and its causes (chap. viii); sickness 
and mortality (chap. ix); industrial accidents, their causation and 
prevention (chaps. x—xi); factory conditions (chap xii); and practical 
conclusions (chap. xiii). 

The book is thoroughly scientific. The author brings out the 
significance of and the limitations upon the data as only the experi- 
enced investigator can. The volume contains the best discussion of 
hours of work and fatigue in their relation to output, absences, 
sickness, and accidents available, at any rate, in the English language. 

H. A. MILLIs 


UNIVERSITY OF CHICAGO 
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Coal: Government Ownership or Control. By D. J. McApam. 
New York: Authors and Publishers Corporation, 1921. 
Pp. 188. 

Dr. McAdam’s book on Coal is written, as its title page suggests, 
from three viewpoints—that of the president of a coal company, 
that of a naval enthusiast, and that of a professor of engineering. 

It is in the first capacity that he discusses the labor problem. 
Strikes cause deaths, the argument runs, therefore miners are murder- 
ers. But the suggestions for quelling “murder” are vitiated not so 
much by impatience with the union as by an amazing ignorance of it. 
This is shown not merely in minor anachronisms (the description of 
the method of holding joint conference has been out of date since 1912) 
but also in more serious matters. The Colorado Plan, for example, 
is offered as a panacea without the least attempt to estimate how 
many Colorado wars (and how much murder) would be needed to 
break ground for it. 

But it is as a naval patriot and not as an operator that the author 
is happiest, at least if freshness of writing is a criterion. ‘A Battle- 
ship Without Fuel!” is his most ringing phrase; that danger calls 
out his most vigorous argument. Battleships steam fastest on 
Pocahontas coal. Oil is no substitute (at least until a hundred pages 
after the argument is closed.) Alaska coal is no substitute. But the 
Pocahontas field is in danger of rapid exhaustion. Twenty million 
tons of “naval” quality coal are sold for commercial purposes every 
year. This approaches treason. If our “last battleship” is not to 
be “junked in half a century,” the government must take over at 
once the control of all “naval’’ coal. 

This might be the introduction to a comprehensive scheme of 
priorities, to a real attempt to conserve the supplies of different 
grades of coal for their most essential uses, but it is not. There are 
no uses that seem to the author as vital as the naval one. His major 
interest stops where the economist’s major interest begins. It is true 
that he tells us that “‘coal is not alone to win wars,” but the patriotic 
glamor disappears from the problem and with it most of his clarity 
of style. 

The rest of the books wanders among familiar criticisms of the 
industry and familiar scraps of remedies. But the author is after 
all an engineer, and as an engineer he sees one form of waste so sharply 
that it forces him through a connected argument, and over a series of 
economic hurdles, to a far-reaching set of proposals. Competitive 
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mining forces the operator to tear out of the ground only the coal that 
is cheapest to mine. But low-cost and high-cost coal are inextricably 
mixed; taking only the one may mean wasting the other for all time. 
For every ton that has been mined, very likely a full ton has been 
abandoned underground. But “to waste coal is a sin against the 
whole people.” Dr. McAdam proposes two things to prevent this— 
government control over mining methods to see to it that all recover- 
able coal is brought to the surface, and government fixing of prices 
so that the operator can afford to obey these orders. But how fix 
a price high enough to permit the winning of the high-cost coal 
without giving exorbitant profits on low-cost coal? Dr. McAdam 
meets the difficulty boldly—levy a sales tax on all coal and use the 
proceeds as a subsidy for the mining of high-cost coal. “These may 
seem drastic measures,” but the public must “meddle in private 
business in order to save coal for itself.” 

The argument, then, leads to a proposal very much like the 
“profits pool” for which the British miners have contended. It also 
leads perilously near government operation. This the author would 
indignantly reject as an idea always found in bad company; but with 
government control of mining methods, with government subsidies, 
and with centralized agericies selling coal at fixed prices, it is hard to 
see what would be left of “the stimulus of ownership, the appeal to 
efficiency, and the urge to new inventories” (sic!) which he gives as 
the shibboleths of private operation. And it is still harder to see 
what the operators, as distinct from superintendents and technicians, 
are to do under the new régime, or even what they are to be paid for! 

The proposals raise problems of social organization that run far 
beyond the boundaries of the author’s three provinces. But since we 
cannot wait for our solutions until engineers are economists... . 
and technical knowledge and social wisdom meet in one, in the meantime 
economists may well make use of an engineer’s statement of the 
precise fashion in which free competition wastes coal. 


CARTER GOODRICH 
AMHERST COLLEGE 


Judging Human Character. By H. L. Hottriycworts. New 
York: Appleton and Co., 1922. Pp. xiii+268. 
In these days when impressionistic and pseudoscientific writings 
dealing with human nature are so plentiiul, it is refreshing to have 
a book appear by an author who knows the difference between facts 
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and opinions. Hollingworth’s book is built mainly upon experimental 
findings and statistical analyses. The book will be disappointing to 
people who, under the influence of popular magazine psychology and 
advertised courses on character analysis, have developed exaggerated 
ideas concerning the contributions which psychology is making to 
the technique of judging men. Not that Hollingworth is pessimistic 
or negative in his attitude; he is merely truthiul and is familiar with 
what scientific inquiries have shown. 

The book aims to offer “a general and non-technical survey of 
the principal methods relied on in judging human traits.” The 
discussions are concerned especially with the use of the several methods 
in vocational selection. ‘Traditional methods are criticized, and 
effort is made to suggest improvement in the technic of applying these 
methods or in interpreting the results derived from their use.” The 
book is intended for “‘the general reader, for the student, the teacher, 
the business man, foreman, executive, or personnel specialist, to whom 
the technical journals are unfamiliar, inaccessible, or unintelligible.” 
These groups for whom the book is intended will find in it a useful and 
readable, fairly comprehensive survey of what contemporary psy- 
chology has to say about methods of “sizing up” people. 

Hollingworth is somewhat handicapped in his treatment by his 
desire to be reasonably scientific and technical and at the same time 
acceptable to the general reader. The result is that in certain particu- 
lars the book will not entirely satisfy either untrained readers or 
specialists in the field. Psychologists may feel that some of the experi- 
mental studies are used less critically than might have been desirable, 
especially as regards the interpretations of correlation coefficients 
and the failure to emphasize the dependence of experimental results 
upon the special conditions in particular experiments. But it can 
well be argued that the book already comes dangerously near being 
too technical for the general reader and that critical discussions would 
have made it overformidable. 

The principal methods of judging character that are dealt with 
are: judgments based upon letters of application, judgments from 
photographs, estimates of one’s self, estimates made by interviewers, 
judgments from recommendations and testimonials, rating-scale 
methods, and various kinds of mental tests. The one striking omis- 
sion is in respect to the widely known systems of “character analysis” 
and methods of phrenology, physiognomy, palmistry, and the like. 
Hollingworth omitted these, perhaps, because he felt they had been 
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sufficiently dealt with in his earlier book, Vocational Psychology, 
For the ordinary reader, however, the omission is a distinct loss 
since in some quarters these methods are viewed as constituting a 
most important means of judging human character. 

The book comprises thirteen chapters (214 pages), a selected 
bibliography (9 pages), and a series of laboratory exercises (38 pages). 
Each of the methods of judging listed in the preceding paragraph is 
given a single chapter with the exception of tests to which six chapters 
are devoted. The Bibliography makes no pretense at being exhaustive 
but does contain well-chosen representative references, classified 
under the chapter headings. The laboratory exercises “which have 
been found useful for demonstration purposes or for general class 
use” contain directions and materials for experiments in judging 
character in the several ways described in the body of the book. 

Only a word can be said of the separate topics considered in the 
book and the conclusions reached. Judgments of personal qualities 
on the basis of letters of application and application blanks show in 
general great unreliability, though some judges succeed far better than 
others. Hollingworth recommends that where these methods are 
used the judicial capacity of the rating persons should be determined 
and that statistical evaluations should be made of the separate items 
of information given by applicants. Regarding judgments of charac- 
ter from photographs, the conclusion is that only the combined esti- 
mates of many judges give useful results and then only for certain 
traits. On the value of self-estimates, Hollingworth says, in sum- 
marizing: “The individual judges himself less accurately than others 
judge him,” and “perhaps the most important result of this inquiry 
is the definite evidence that self-estimates are misleading.” The 
traditional form of personal interview is also found to be “highly 
unreliable.” Hollingworth offers a number of suggestions aimed at 
improving the usual interview methods. The value of recommenda- 
tions and testimonials, as methods of judging people, is shown to vary 
greatly, depending upon the objectivity of the qualities judged and 
the relations of the judges to the individuals rated. The last chapter, 
which deals with non-test methods, considers some of the more 
common sources of error in estimates and then very briefly presents 
some features of rating-scale methods and their limitations. Practical 
suggestions are included for improving the appraisals of character of 
an individual by his associates. 
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Hollingworth proceeds to a discussion of tests or “more objective 
methods of identifying and measuring human traits.” A statement 
of the nature of tests, a classification of kinds of tests (with examples), 
and an account of the principal methods of statistically representing 
and utilizing test scores constitute the subject-matter of the first of 
the chapters on tests. Next comes a discussion of tests for general 
competence and tests for special aptitudes with mention of a third 
class—tests for temperamental qualities. Examples are given of each 
class. The following two chapters deal with methods in the construc- 
tion and standardization of tests; the first, with the “method of the 
sample” used in trade tests and educational measurements, and the 
second, with the empirical procedure which “tries out” a variety of 
tests and retains those that show a sufficiently high correlation with 
the ability to be predicted. A chapter on “The Diagnosis of Tempera- 
ment,” after citing some representative pioneer studies, concludes 
that “the measurement of temperamental traits is still in a preliminary 
experimental stage.” Hollingworth points out in his general summary 
of the test material that while a variety of useful tests are available, 
“the contribution of science toward the art of judging human character 
cannot be limited to the devising of tests and measures.” The final 
chapter of the book presents “‘psychographic methods”’ of representing 


test scores. 
ARTHUR W. KORNHAUSER 
UNIVERSITY OF CHICAGO 


Banking and Credit. By Davis R. DEWEY and Martin J. SHv- 
GRUE. New York: The Ronald Press Company, 1922. 
Pp. 506. 

In their Preface Messrs. Lewey and Shugrue state that Banking 
and Credit has been written “primarily to meet the needs of the 
individual who uses the bank for credit accommodation.” In accord- 
ance with this purpose only one chapter is devoted to money, a con- 
siderable amount of attention is given to credit instruments and to 
credit analysis, and in five appendixes are given problems with solu- 
tions, problems without solutions, interest tables, the value of foreign 
coins, and a bibliography. However, the major portion of the book 
is given to an analysis of commercial banking operations and chapters 
on such topics as the defects of the national banking system, the organ- 
ization and operation of the Federal Reserve System, foreign exchange, 
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the New York money market (with emphasis on the call-loan market), 
and monetary problems. 

In view of the fact that the bock is somewhat restricted in scope, 
as compared with other available texts, it will probably not appeal 
to most teachers as a text. Nevertheless, the authors have done 
well that which they attempted to do, although it should perhaps be 
added that no important contribution to our knowledge of banking 
has been made. 









L. W. Mints 
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Technical Procedure in Exporting and Importing. By Morris 
S. RosENTHAL. New York: McGraw-Hill Book Co., 1922. 
Pp. 312. 







This book is one in a series of three books, in which the publishers 
have attempted to cover the foreign trade field—the other two books 
being, Export Merchandising, by Walter F. Wyman, and Foreign 
Commercial Credits, by Professor George W. Edwards. Consequently, 
this book deals neither with organizations for importing and exporting 
nor with foreign markets. Mr. Rosenthal, who is manager of the 
export department of Stein, Hall and Company, incorporated, has 
succeeded in presenting the mechanics of importing goods into the 
United States and exporting goods from the United States in a concise, 
yet clear and simple, manner. In the words of the author, he has 
attempted to treat the technical procedure in such a manner that the 
“student will know just what to do after a sale has been made to a 
foreign customer, or an order has been placed for the purchase of 
merchandise abroad.” 

The book is organized under five major headings composed of 
some twenty-five rather short chapters. 

The first major section, based on the export shipment, discusses 
such phases of foreign trade as terminology, the sales contract, routing 
and freight forwarding, the ocean bill of lading, and the invoice. 
The discussion is well illustrated with examples of various “papers” 
used in exporting. The second major section gives some very useful 
information on custom-house procedure in the United States and 
abroad. This subject has been somewhat neglected by previous 
text-writers. The third major section deals with the packing of the 
product for export. Such topics as pilferage and technical suggestions 
for packing and marking are discussed. There is very little new 
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material in this section. However the rules to be followed in making 
cases, crates, barrels, drums, bales, and bags may be of some practical 
benefit to the exporter not already familiar with this problem and to 
the student who does not already appreciate the importance of this 
phase of exporting. Section four gives a clear, yet rather comprehen- 
sive, statement of the difficult and technical subject of marine insur- 
ance. Section five deals with the financing of imports and exports. 
The treatment of the three methods of financing, viz., by open account 
and consignment, drafts, and letters of credit, is unusually good as 
it is quite comprehensive, yet brief and simple. 

In short, the author of this book has, through illustrations and 
clear exposition, made a brief, yet clear and readable, description of a 


rather difficult and technical procedure. 
J. FREEMAN PYLE 
UNIVERSITY OF CHICAGO 


Economic Development in Denmark Before and During the War. 
By HarALD WESTERGAARD. Carnegie Endowment for 
International Peace, Division of Economics and History. 
New York: Oxford University Press, 1922. Pp. xii+106. 
$1.50. 

This book was completed early in 1919, but the preparation of the 
English edition has delayed its publication. It covers the period down 
to the years 1917-18, and does not touch upon post-war problems, 
nor some of the most recent social legislation. The book divides itself 
into four sections: (1) Early development, up to the Free Constitution 
of 1849. (2) Social and economic developments in the latter half of 
the nineteenth century. (3) Agriculture. (4) Social and economic 
changes during the war. The second section occupies nearly one-half 
of the book; the other three share the remaining space about equally. 
The main section traces the growth and explains the operation of 
that large body of legislation and institution which has placed Den- 
mark in the front rank of modern social progress. “The Labour 
Movement,” “Social Insurance” (covering sickness, accident, old 
age, widows and orphans, consumptives, and unemployment), and 
“Factory Legislation” are its main subdivisions. Little of this 
legislation has been the creating of a system by government decree. 
Most of it has merely recognized, assisted, and co-ordinated what 
were already thriving co-operative institutions, founded by private 
initiative. 
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Professor Westergaard can find little to criticize in the system as 
a whole, save the absence of complete invalid insurance. [This 
defect has been remedied by a recent Act (May, 1921)]. Agriculture 
and industry have thriven as never before. The condition of the 
working classes has greatly improved. Real wages have risen con- 
siderably, probably more than 50 per cent between 1882 and 1909, 
and then there are the added gains from social insurance. As to 
the wisdom or unwisdom of the various war measures, the author 
reserves final judgment. There were many emergency. situations 
calling for prompt action, and it is not easy to say how the govern- 
ment could have acted more effectively, except that in its control 
of agriculture it might have made more use of existing organizations, 
and so minimized the dissatisfaction that detailed regulation in so 
individualistic a sphere must always engender. 

Of course, co-operation and social legislation have not proved 
a panacea for all the ills to which the body politic is heir. Class 
consciousness is very strong, though actual conflict has been lessened. 
There is, too, a vigorous party of young radicals who heartily approve 
of the Russian experiment, and who would gladly see similar action 
in Denmark. But, as Professor Westergaard remarks, there are few 
countries better armed against sudden catastrophes than Denmark, 


and if she escapes calamities induced by forces from without, she 
gives promise of continuing to give valuable leadership in the progres- 
sive solution of the modern social problem. 


K. W. Taytor 


UNIVERSITY OF CHICAGO 








